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Bo fore The 

CIVIL ABI^OL’AUTIC;.; BOARD 
V/ashincton, 1). C. 


Inveutication of Air Express Hates 


Docket 22387 


nOTION 01^ m.\ KXPIL'-S.S TO IMCLUDH AIR KX}’RKSS COMMITTEE 
_ _ITILE RECOIL.) IN Tl 1LE_ Pl^OC EEDliE O_ 

REA Express, Inc. (REA) moves tliat the attached 
por’tions of a report on Air Expi'css prepared for and at the 
direction of the Air Express Committee by )3ooz Allen & Hamilton, 
Inc. , be included in the record in this pi’oceeding. 

Ti^e I'oport wat* Lrai’iSruit^ed to the Cha—rman of the 
Air Express Committee on November 27, 1968 by Booz Allen & 
Hamilton, Ino. Hov.'ovor, REA did not have an opportunity to 
see the report until September 28, 1971 when a copy of it 
was supplied to the Examiner in the Express Service Invostj^ f;.at_^n 
Docket 22330 , by counsel for the airlines. Thus, vjhile the 
airline parties to this proceedljig obviously were aware of the 
existence of tlie report throughout che pre-hearing and hearing 
stages of this case, REA has had no previous opportunity to 
attempt to jnake the repox’t a matter of j'oeord in this procceo j. 
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Those portions of the report which REA requests 
be made a part of the record here are relevant to two key 
issues in this case; first, the report contains detailed 
data with respect to airline costs of handling and processing 
Air Express shipments; second, the report also supplies infor¬ 
mation on the airlines' cost-revenue relationships for Air 
Express, air freight, and air freight forwarder shipments. 

There is great dispute among the parties on both of these 
questions. Certainly, if this material had been available to 
REA prior to the close of the hearing, REA would have sought 
to introduce it in evidence. Since the data contained in the 
repoi't ax’e so lioportant, it v;ould be highly preJudicJ.al to 
REA to deny inclusion of the report in the record in this 
proceeding merely because the aii'lines chose not to make it 
available until after the close of the hearing. 

The report was prepared by highly respected consultants 
at the direction of and for the use of the airlines. In addition, 
as the report makes clear, the underlying data reflected in the 
report were obtained from the airlines. The report is therefore 
tantamount to an airline study and, because it contradicts in 
many important respects the data and conclusions urged by the 
airlines in this case, it deserves considerable weight in the 




335(a) 


Examiner's deliberation. Further, the report is unique in 
that it apparently v/as not prepared for this or any similar 
litigation. 

RJ3A urges tJiat the report bo made, part of the record 
and that it be considered by the Examiner. As far as REA is 
concerned, the report does not require a sponsoring witness 
or cross-examination. In our viev.', it is therefore unnecessary 
•to reopen the hearing in this case for the purpose of receiv¬ 
ing the report. V.'hile it would seem anomalous for the airlines 
to attack tJielr own report, they are, of course, free to request 
that the hearing be reopened, and to supply and examine a spon¬ 
soring witness. niiA would not object to a reopening of the 
hearing for the purpose of receiving the report or to the filing 
of additional briefs limited to the report. 

It should be noted that the-Booz Allen study is not an 

individual airline undertaking. It was performed to determine 

% 

"the role of Aix' Express in Air Cargo"** at the request of the 
Air Express Negotiating committee wlilch represents all airlines 
in the Air Express agi'eement. 

Per the reasons stated aoove, REA Express respectfully 
requests that the Examiner include the attached excerpts from 

• first page of transmittal letter 
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the Booz Allen & Hamilton, Inc. report on Air Express 
prepared for the Air Express Committee in the record in 
this proceeding and consider the facts contained therein 
in reaching a decision. 


Respectfully submitted, 


John J. C. Martin 
Assistant General Counsel and 
Director of Economic Regulation 
REA Express, Inc. 

219 East ^<2nd Street 
New York, New York 10017 

Of Counsel: 

Elroy H, V/olff 
Leibman, V/llilams, Bennett 
.Baird tind Ml now 
HIjC Fifteenth Street, N.V/. 

Washington, D.C. 20005 


October 19, 1971 


% 
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CKjn'J: I''J CA'J'li_pi^ HATl J iyC 


Thiii io to certify that on pcl^c.r_19j,_197.1 
I cauaed tl)o foivr/>1n;' docuraont to be served by first- 
class ir.rdl (air-iruil went of the Mississippi River) upon 
all parli'^s of record in CAB Docket ?23c>7. 


D. \u‘ 


I I 

John jVc. Martin 
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BOOZ* ALLEIm & HAMILTON Inc. 
ManaAtvient ConsuHanta 


Wt >o«* ctzvtuwo octaoiT 

CM<C«aO •AIUS AMOC-.CC CAM rRANClkCO 

Tvnowto toneoM oi>»r.ct.axiir 

C4B PARR AVCNUC 

NEW York'* iooi? 

««T>(«00 
AMCA ceoc lit 

November 27, 19G8 


Mr, Andrew M, deVoursney 
Chairman, Air Express Negotiating Committee 
Air Transportation Association of America 
1000 Connecticut Avenue, N. W. 

Washington, D. C. 20036 


Dear Mr, deVoursney: 

We have completed our study of the role of Air Express in Air Cargo 
and are pleased to submit to you and the mcmibers of your committee the 
/i accompanying report. For the benefit of the reader, we have summarized 
in this letter our major findings and conclusions in broad terms. 




Air Express differs from the airline air freight and air freight for¬ 
warder modes in only two important respects, tariff structure and depend¬ 
ability of service. In the w-ight range of 5 to 50 pounds. Air Express has 
a significantly lower rete for the bulk of shipments traveling by air. The 

sate advantage is also concentrated in the shorter haul shipments, with 

« • 

Air Express maintaining a rate advantage fo» shipments up to 75 pounds 
traveling less than 600 miles. At the same time. Air Express has not 


1 








V 
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achieved the same record of dependability in terms of on-time delivery 
and lost or damaged sliipments as the other two air modes. Since 
shippers who choose to ship by air are very concerned with dependability, 
they tend to discount the rate advantage of Air Express. 

In spite of a historical decline in the Air Exjircss share of the 
small package market, piibJic service considerations indicate the need 
for continuation of a service of this type. The low rates and broad 
coverage of the service are particularly important to the smaller ship¬ 
ment and infrequent shipper markets. 


The economic variables of revenue and ground cost differ 
nignificently among the throe niodcc. The airlines' revenue per ship.nent 
from Air Express is lov/er than that from air freight and air freight for¬ 


warded shipments because of the revenue sharing arrangement with REA. 
The airlines' ground costs per shipment, however, are much lower for 
Air Express than for the other air modes, because REA has responsibility 
for many of the tasks involved in handling an Air Express shipment. 
Moreover, airline ground costs for Air Express traffic are lower by a 
greater margin than tlie difference in revenue. 

Consequently, from the point of view of the airlines. Air Express 
appears to he the most advantageous means of liandling shipments up to 
nbout 75 pounds. Up to that weight level, Air Express has a higher 


.1 


4 . 
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differential between revenue and ground costs for any given length of 
haul than either the air freight or the air freight forwarder modes. 

Recent increases in air freight rates on small shipments can be 
expected to cause some sl)ift of traffic away from air freight. Based on 
this study, it appears desirable for the airlines to encourage such traffic 
to move by Air Express rather than by air freight forwarder. Such a 
diversion has the added advantage of freeing terminals for heavier, 
higher margin shipments. 

In terms of the ground handling agency best able to provide the 
Air Express ser\dce, it appears that fixed costs are a primary 
consideration. The high fLved costs of facilities and equipment in many 
locations make it economical to spread these costs over a broader base 
than can be provided by Air Express alone. Thus, Air Express can best 
be handled if it is combined with other freight operations. This factor 
limits the number of ground operation alternatives for Air Express 
open to the airlines. Based on a direct comparison of all practical 
alternatives, UEA has the potential to pi'ovidc the airlines with the most 
desirable arrangement from arj economic point of view. Furthermore, 
while serious deficiencies in the Air Express service now exist, REA 
is making major efforts to improve the level of service to the shipper. 


It is clear that Air Express is a desirable means of serving the 
small shipment market for all parties concerned. A number of changes. 





however, should bo made in the existing arrangement between the 
airlines and IlEA m order to encourage growth of the service. Major 
efforts should be made to improve service to the shipper, particularly 
in the area of dependability. At the same time, tariff schedules should 
be adjusted to make Air Express profitable to both the airlines and UEA 
while expanding the Air Express rate advantage over other modes to more 
shipments below 75 pounds. Finally, both parlies to the agreement need 
to develop a better understanding of the desires and goals of the other 
parly. They need to v^reate a more manageable and efficient group with 
authority for operation and improvement of Air Express, all in the spirit 
of true partnership. 

This han been a most interesting assignment, and we wish tc 
express our gratitude to you, the members of your committee, the Air 
Transport Association, and airline personnel for the cooperation and 
assistance provided us to speed our work. We are prepared, of course, 
to discuss the following report with you and the members of the committee 
to whatever extent you deem appropriate. 


Very truly yours. 




m 




u 
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II. AIR EXPRESS FROM THE AIRLINE 
POINT OF VIEW 
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IL Am EXPRESn FROM THE AIRLINE 
POINT OF VIEW 

• ^ • 

In this chapter, the Air Express service is discussed from the 
point of view of the airlines as a group, with particular emphasis on 
the economics of handling s all shipments. The analysis is based on 
consideration of the most advantageous way for the airlines to handl' 
a given shipment going by air, with Air Express, air freight, and 
freight forv/arders as alternatives. Because of the generally higher 
rate, poor service, and lack of pickup, air parcel post is not considered 
a viable method for the bulk of the market and therefore has been ex- 
eluded here. 

. 1. WHILE THE CHARACTERISTICS OF SMALL SHIPMENTS 
HANDLED BY THE TlfllEE .MODES ARE SIMILAR, THE 
AIRLINES EMPLOY A MUCH DIFFERENT GROUND HANDLING 
PROCESS FOR'AIR EXPRESS 

Airline responsibilities are more limited for Air Express 
shipments than they are for comparable shipments of freight forwarders 
or their own air freight. 


BOOZ* ALLEN A K..’fON' 





( 1 ) Weight, Density, Number of Pieces, and Distance Traveled 
A rc Generally Similar for Shipments Delow 100 Pounds for 
All Three Modes 

The table bclov/ shows a comparisorl pf the average shipment 


\mder 100 pounds 

for selected 

characteristics. 


Average 

Pex Shipment 

Dndcr 100 Pounds. 

• 

Air Express 

Air Freight 
(Excludes Freight 
Forwarders) 

Ftcigbr FotWArdets 
(Shipper Shipments) 

Weight (lbs) 

20 

39 

40 

Petuity(Ibs/cu. ft.) 

8 

10 

■ 10 

Mutnbet of pieces 

1.4 

1.8 

8.0 

PiftMAce traveled 

750 

800 

800 


As can be seen, the average shipments of all three modes are 
quite similar in terms of density, number of pieces, and distance 
traveled. Although the total shipment weight for Air Express is 
generally less than for other modes, the differential does not 
affect the handling process. - 

J 

It should be noted that the figures listed under "freight 
forwarders" are for shipments as received from the shipper and 
not for a consolidated shipment v/hich the forwarder tenders to 
the airlines. 


i 

I 

i 


1 



OOOZ'AULIif-: t. ITO.'I 
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(2) Air Frci/];ht and F r eip^ht Forwarder Shipments Move 
Throug h the Air Freight Terminal in a Generally 
Automatod Process - 


The i-*' ;ccss for both air freight and freight forwarder ship¬ 
ments follows the same general pattern, including these basic steps: 


Receiving and waybill 
'Sorting 

Ix)ading aircraft 
Unloading aircraft 
Breakdown 
Transfer- 

Release and/or tracing 
Billing 


Particularly in the large freight hubs, which account for more 


than 70% of all air freight traffic, rauch of tins process is ■automalcd. 


Air freighters, with their automated container loading systems, now 
account for a significant portion of total air freight and freight for¬ 
warder shipments. 


f3y Contra st , Air Express Sh i pments, Although Handled 
Manually, Avoid the Air Freight Terminal 


In the case of Air Express, the tasks which the airlines 
perform are relatively simple, including only: 


Pickup from REA 

Aix'craft loading and unloading 

Delivery to REA 




iT#T«rV 
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IU2A handles all the other tasks including: 


. Receiving and waybilling 

Sorting (and * outing) 

• Consolidating » ' 

Breakdown 
. Transfer 

Release and/or tracing 
. Billing 

• 

Air Express shipments generally move directly from the REA 

termmal to the aircraft in a manual process. Manual handling is 

« 

a more appropriate process foi’ Air Express because of the small 
number of shipments going on any single flight. 

2. A DISSIMILAR REV EN UE STRUCTURE CAUSES AIRL INES 

REVENUE PER SHIPMENT TO BE GENERALL Y LOWER FOR 
AI1^ 1^PIl 10SS_^'H A N T’V:) U 0'!^H E R ~M OPK S 

Any single shipment, identical in weight and distance traveled, will 
generate a different revenue to the aii lines, depending on the mode, 

(1) The Factors WTiich Determine Airline Revenue Are 
Different for Each Mode 


Airline revenue from Air Express depends on two factors: 
the rate schedule and the revenue sharing formula. As discussed 
in Chapter I, Air Express rates are considerably lower tlian air 
freight or even freight forwax'der rates at the lower weight levels. 
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Also, the revenue sharing formula with REA gives the, airlines 
, an average at 41% of the total rate. 

On an air freight shipment, of course, the airline receives 
the full amount of the rate paid by the shipper excluding*the charge 
for pickup and delivery. 'W^cn a shipment is made via freight 
■ forwax'der, however, the revenue received by the airline is much 
lower than if it v/ero air freight, because the forwarder t^^Jically 
will consolidate shipments to take advantage of a lower rate from 

% 

the airline. For example, while an individual forwarder shipment 
is 30 pounds, the forwarder typically will consolidate it with others 
to over 100 pounds, and pay the 100-pound rate. Thus the airline 
revenue from that individual shipment is, in effect, 30 pounds at 
the 100-pound rate per pound. 

(2) Air Expr e ss Generates a Relatively Low Revenue Per 
S'hipm cut 

The revenue to the airlines generated by each of the three 
modes for shipments of various weights moving 1,100 miles 
(an average of domestic freight distances) is illustrated in 
Exhibit II, following this page. Because of the factors discussed 
above. Air Express has a much lower revenue per shipment than 
does air freight. However, its revenue is somewhat higher than 








3^8(a) 


AIK l:XPKtl.i>CU//iMITTtl: 


AIRLINE REVENUE COMPARISON* 



•AI» •» 


AUllnat Ut an Avaraji 1,100-MIU Mila«anl. 












349(a) 


the revenue that would be generated if the identical shipment 

V • 

were to go via freight forwarder, because the latter shipment 
is typically consolidated and moves at the 100-pound rate. 
Appendix B presents tliis in greater detail. 


3. AIRLINE GROUND COSTS PER SMALL SHIPMENT ARE LOWER 
FOR AIR EXPRESS THAN FOR OTHER MODES 


Costs, like revenue, vary by mode for any given shipments of 
specific weight and length of haul. For purposes of this study, only 
relative ground costs have been considered, inasmuch as the line 
haul costs are presumed to be essentially the same for all three modes, 
since shipment characteristics are so similar. 

(1) Groimd Costs Are Divided Into Three Categories and Vary 
Mode 

The major categories of ground costs are:' 

, Sliipmcnt processing costs, covering all directly 
related paperwork 

, Physical handling costs, covering the direct handlmg 
of ihe packages 

, Ground burden costs, covering all overhead expenses 
and claims 


Shipment processing costs relate directly to the number of 
sliipments that are essentially independent of any otlicr factor. 
Pliysicul handling costs depend primarily on the number of pieces 
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handled, particularly since the average weight per piece does 
not vary significantly among modes; e. g., the average weight 
per piece for a 300-pound air freight shipment is 35 pounds, 
while the average Air Express piece weighs 18 pounds. Ground 
burden costs have been allocated on the basis of shipments. While 
it would be feasible to allocate those costs on another basis, such 
as weight or revenue, the overall conclusions reached are not 
affected. 

(2) There Are Practically No Shipment Processing Costs W'ith 

Air Express ' 

All paperwork relating to Air Express shipments is the ‘ 
responsibility of REA, except in cases where REA does not main¬ 
tain airport facilities. Tliis paperwork includes airbill preparation, 
invoicing and billing, lot labelling, and calculation of individual 
airline revenue shares and tracing. 

If tlie shipment were to be shipped via freight forwarder 
instead of air freight, shipment processing cost to the airline 
would be lower than air freight (but, of course, higher than the 
nonexistent Air Express cost) because of consolidation. Since 
this one freight forwarder shipment will be consolidated with 


others into one airline shipment, each shipper shipment 
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is allocated only a portion of the shipment processing cost for 
one consolidated shipment. Furthermore, since waybill pre¬ 
paration and lot labelling are normally done by the forwarder, 
the cost of a single shipment is somewhat lower than air freight. 

It should be noted, however, tliat certain extra services are 

t 

provided to forwarders by the airlines. The cost of these added 
tasks is not directly reflected in the cost categories for freight 
forwarders because no satisfactory estimates were available. 
However, these costs, in relation to total costs included, 

* 

were not deemed to be significant in most cases. 

Gro und Bu rden C osts Are M uch Lower For Air Express 

Than for Other Modes 

The bulk of the ground burden costs is related directly to 
rent, utilities, and upkeep of the terminal building; the maintenance 
and depreciation of freight handling equipment; and advertising and 
sales costs. Since Air Express shipments do not utilize the terminal, 
the only burden costs properly allocated to Air Express include 
maintenance and depreciation of equipment used for Air Express 
and its share of coi'porate ovei'hcad. Again, if the shipment goes 
via freight forwarder, ground burden costs are lower than for 
air freigl-.t because of consolidation, but higher than for Air E.xprcss. 









(4) Actual Physical TlandliD^^ Costs Arc Somewhat Hin hei■ 
for Air Express Than for QLher Modes' 

. The relatively low volume of Air Express shipments to 
any single flight prevents any important economies of scale in 
physical handling. For example, there is.little chance to auto ¬ 
mate the process and to level out work loads. As a result the 
physical handling cost per piece is slightly higher for Air Exp res 
than for air freight oi- freight forwarder shipments. 


(5) Below 75 F ou n ds Air Express Has the Lowest Ground Cost 
Per Shipment ~ ~ 


Exhibit III, follovAing this page, shows a comparison of the 
total ground costs for shipments up to 100 pounds traveling an 
average J, 100 miles. As can be seen from this exhibit. Air 
Express has the lowest cost and both freight fonvarder and Air- 
Express costs are significantly below those of air freight. The 
same basic relationship holds at other distances, although the 
differential narrows beyond 1,000 miles. Appendix C discusses 
this subject in greater detail. 
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4. • AIR EXPRESS IS THE MOST ADVANTAGEOUS WAY li'OR THE 

AIRLINES TO HANDLE SHIPMENTS UNDEll 75 POUNDS ' 

For purposes of determining the relative advantage,^ of handling 
a shipment via each of the three modes, the key determinant^in the 
differential between aii'line revenue and airline ground cost for any 
given shipment. It should be noted that no line haul costs have been 
included in any calculations. Since the characteristics of shipments 
by all three modes are similar, even in package density, line haul 
costs are nearly identical and therefore have been eliminated. 

(1) Air Express Creates the Most Favorable Differential 
Between Ground Costs and Revenue 

Ground costs related to a particular shipment have been 
subtracted from the revenue generated from that same shipment. 
Exhibit IV, following this page, illustrates the results for a 
typical distance of 1,100 miles. It shows that for this particular 
distajice Air Express has the greatest revenue/ground cost 
differential, up to nearly 75 pounds. At the lowest weight levels, 
the magnitude of the differential is significant. At 25 pounds Air 
Express generates a differential of about $2. 75 per shipment, the 
freight forwarder $1.10, and air freight $0. 50. When multiplied 
by millions of sliipments involved, changes in the current air 
cargo mix can have a significant effect on profits. 

. . h! •. 


BO or. 


I 
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AIRLINE REVEMIJ. iROUMO COST DIFFERENTIAL 
COMPARISON* 



Airlift# oo«l Airlin# C«ft for 

SM|«m*nt Trotfoliit^ 1,1*^0 Milr». 
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Thecc differentials* while illustrated for a distance of I, 100 
miles, are in varyinf^ degrees applicable for all distances up to 
?*, boo miles. Below 1,100 miles the crossover point between Air 
Express and freight forwarder mode is higher than 75 pounds, 
while for distances beyond 1,100 miles the crossover point is 
lower than 75 pounds. See Appendix D for greater detail. 

(2) The Small Sh i pments Winch Can Be Expccted To Be 

Div eided From Air Frei glit a s a Result of the Eastern 
Aiidines Tariff Increase Would Be Most AUvantagcously 
Handled by Air Express 

The Eastern Airlines tariff increase, if matched by other 
airlines, will raise the tariff on most shipments below 50 pounds 
from $0 to $10, or 67%. Given the price sensitivity of this 
market, an increase of this magnitude is expected to divert 
from 1. 5 to 2. 0 million shipments (of the total 3. 4 million air 
freight shipments below 50 pounds) to another air mode, assuming 
no significant increase in rates of the other two modes. 

If these shipments were diverted to Air Express and the 
free terminal capacity were then made available for increases 
in the volume of larger, more profitable shipments, the total 
revenue/ground cost differential would be increased significanlly. 
For example, at the present time the total estimated revenue/ 
ground cost differential (number of shipments times the revenue/ 
ground cost differential per .shipment) for Air Express and air 
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freight combined oqualj $57. 0 million. If 2 million air freight 
shipments wore diverted to Air Express and 500, 000 hcaviei*, 
more profitable sliipmcnts were added to air freight, the total 
revenue/ground cost differential would equal $65. 3 million, or 
an increase of nearly 15%. 


(3) Diversion of x\ir Froi;:Tht Small Shipments to Frei'^ht 


Foi'v/ardcr:; 


[iave a Mortntive hTfect on Profits 


If a shipment now going by air freight were divoided to a 
.freight forwarder, revenue would decline as a result of con¬ 
solidation. At the same time, costs would decline because of 
consolidation. However, I'evenues would decline moi'e than 
costs, resuUuig in a negative impact on profits. For exax'aple, 
if the same 2 million shipments were diverted from air freight 
to freight forv/arders, the total revenue/ground cost differential 
would drojj from $57. 0 million to $50. 0 million. Since the 
ohipments would still be processed through the air freight 
terminal, no new terminal capacity v/ould be available. 


( 4 ) 


Divi .’rsion of Sm:dl Sh i])mon !;.* 
th^e Opportu nity '["<•> iMake iV lox 


i to A u Ex pr ess Pr ovides 
C'.i KiTiciont Hsc of Fixed 


Facilities 


Nearly half of all shipments now handled by air freight arc 


below 75 pounds. By reducing the number of small shipments, 
the aix-linc.s could concentrate on larger, heavier, and more 


15007.-A'-'. 
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. profitable sliipments. This, in turn, should permit greater 
automation of terminals and processing systems as a result of 
opecialization in a particular category of shipments. 

Furthermore, a shift of traffic to Air Express should tend 
to equalize the utilization of aircraft. At the present time, most 
airlines are experiencing lower load factors m belly-pits than 
in the upper levels of all-cargo aircraft. Since the bulk of Air 
Express rides in belly-pits, diversion of small shipments from 

air freight to Air Express should result in somev/hat more uniform 

\ 

load factors. This balancing of the loads should in turn permit 
greater utilization of the total combination and all-cargo fleet. 

♦ ♦ ♦ 

In summary. Air Express is the most desirable way for the air¬ 
lines to serve the small shipment market up to 75 pounds. In providing 
the greatest revenue/ground cost differential and permitting greatc 
efficiency from existing facilities and equipment, Air Express is the 
most economical means of handling the small shipment. Importantly, it 
is also the best way to serve the shipper need as discussed in Chapter I. 
Thus it is in the interest of both the airlines and the shipping public to 
continue and, in fact, to expand and impx*ove the Air Express Service. 
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m. UEA AND ALTERNATIVE AGENCIES TO PROVIDE 


AIR EXPRESS SERVICES 


This chapter explores the viability of REA and considers REA in 
comparison with other agencies that might provide the necessary ground 
services for Air Exprcfjs. In general, economic factors are most 
critical to the conclusions. 


1. ALTERNATIVES TO REA SHOULD BE IN A RELATED FREIGHT 
BUS'iNESST’WlflCH fs A LilvUTlNG FACl'OR 


The ability to execute the ground services of Air Express demandi 
several assets, the most i:r.portant of which is an existing freight 
handling business. 


A Via ble Air Expre ss Service Req ui res f^ p read in g High 
F ixe d Costs Ove r a Much Broader Base Than Air Express 
Alone Can Provide 


A significant investment in fixed facilities is required. At 
the present time,- REA has facilities at over 100 airports and 
more than 1, 000 vehicles devoted exclusively to Air Express. In 
addition, surface express facilities and (,‘qvupmcnt arc used in 
major markot.s as consolidation and breakdown points for pickup 
and delivery. In minor markets, surface express facilities and 
equipment are \iscd in lieu of separate Air Express facilities for 


M-It ■ • 


1 




iouu; 




nearly all handling operations. Current REA Air Express 
facilities and equipment represent a gross investment of about 
$20 million, while the surface express investment exceeds 
$125 million. These costs are reflected in the high proportion of 
fixed costs to variable costs in the Air PJxprcss operation--it 
is estimated that relatively fixed costs account for 55% to 65% of 
total cost as compared to 35% to 45% for strictly variable costs. 

It is not possible for the Air Express business alone to 
absorb the full cost of all necessary facilities and equipment 
required to operate Air Express in its present form. While some 
investment at major.airports can be justified by the volume from 
these markets, the inve.stment required in smaller markets cannot. 
Even at the present time, more than half of REA’s Air Express 
facilities generate less than 15% of Air Express revenue and, 
therefore, are probably operated at a loss. 

Elements Esr .ontial To Prov i de tlie Necess ary Level 
of Service Also ilecpiire a High Volume of liusineiis 

In addition to the investment in handling facilitic.s and equip¬ 
ment, the operating entity muSt also develop and maintain several 
operating "sy.stems." 

. Doexjmentation and accounting system 

. Tracing system 

. Sales organization 


rc:o;c- AL'.-i • •. J : 
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If not already oHlablishcd, each of tliesc operating systems 
would require an investment in development and data processing 
equipment. Furthermore, the operating costs of these systems, 
while more variable than fixed facilities, nonetheless would be 
very high if spread over Air Express volume alone. 
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COMPARISON OP AIRLINE REVENUE PER SHIPMENT BY MODE 

The purpose of this appendix is to detail the various revenue 
relationships of the different modes and to indicate the effect of changes 

in these revenue relationships. In order to measure the impact of 

% 

revenue and costs, it was necessary to look at revenue in the same 
manner as ground costs. Therefore, the basic revenue relationships 
were developed on a per shipment basis for varying size shipments 
going varying distances. This appendix covers the calculation of air¬ 
line revenue by modes and also the effect of changes in the airline/Air 
Express revenue share. 

airline RE^^E^^TJE FROM AIR CARGO 

Air Express revenue to the airlines is generated on the basis of 
an agreement v/ith REA and is a function of the rate charged to the 
shipper. The airline agreement with REA netted the airlines a 41% 
share of Air Express gross revenue in 1967. Exhibit B-I, following 
this page, compares the airline revenue per shipment of Air Express to 
air freight for shipments up to 50 pounds moving different distances. 

It can be seen that revenue from the Air Express mode is 65% lower 
than air freight for a 25-pound shipment going 750 miles (the average 
length of haul for an Air Express shipment) and 45% lower than air 
freight for a 50-pound shipment going the same distance. 
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REVEMUE PER SHIPMENT TO THE AIRLINES 
(0 TO 50 POUNDS) 
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■ The airline revenue derived from air freight represents the 
line-haul rate to the shipper, excluding any pickup and delivery charges. 
On most small shipments under L'O pounds, this represents the minimum 
rate of $10.00 per shipment. Air freight forwarder revenue to the air¬ 
lines also represents the line-haul rate charged to the freight foxnvardcr 
for consolidated shipments. Since most of the freight forwarder ship¬ 
ments to the cnirlines are consolidated over 100 pounds, individual ship¬ 
ments typically move at the 100-pound rate. In order to present a 
■ meaningful comparison of similar size shipments, the revenue for a 
comparable freight forv/arder shipment was developed by divMing the 
total revenue of a consolidated shipment by the average number of 
con«jolidations. Tn effect, this generated the average revenue of a single 
shipment consolidated with other shipments to over 100 pounds and in 
most instances represents the 100-pound rate per pound. 

Exhibit B-Il, follov/ing this page, and shown in the report, com¬ 
pares the revenue generated by identical shipments under the three differ¬ 
ent modes. As can be seen, at a shipment weight of about G5 pounds the 
freight foi*wardcr mode starts to generate a greater revenue per ship¬ 
ment than Air Expi-ess. For comparison purposes a length of haul of 
1, 100 miles lias been used; below that distance Air Express has a higher 
revenue than the freight foi'svardor mode for weights over G5 pounds, 
v/hilc beyond 1, 100 mi»cs the reverse is true*. 




■365(a) 


tXiiibll U-li 


AIR . XPRCSS COMMITTEE 


AIRLIME REVENUE PER SHIPMEMT BY MODE 
(AVERAGE DISTANCE 1100 MILES) 
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AP :nI)1X C (1) 


ANALYSIS OF AIRLI.NF AIR CARGO GROUND COSTS 


The comparaiivo analysis of costs of handlinc Air Express, car^iO 
from an aij frei£jhl forwarder, and shipments by airlines air frei^jhl 
required the development of ground han(Uin£( and processing costs. This 
appendix describes the costing concepts and the detailed analyses used as 
a basis for conclusions and rccommendj.tions regarding Air Express 
from the airline point of view (Chapter II). 


appli catio n oi<^ gro ur d cos ts 

Ground costs were defined for this report to include costs 
associated with air cax'go e.xcopt expenses for the operation and main¬ 
tenance of the aircraft. Although Air Express is 15% to 20% less dense 
than other air cargo and moves primarily in the bell^vpit compartments 
of combination aircraft, a brief analysis of the resulting impact on 
subsequent revenue/cost comparisons indicated that these two factors 
v/ere not significant for the pui'poso of this .study. Furthermore, the 
major thru.st of thi.s study was a comparison of cargo handling for 
similar .si?.e shipment;? via different air modes. Thus, since the line 
haul and aircraft maintenance costs are roughly the same for all throe 
modes, and since non-Jiir mode;? were not considered, line haul and 
aircraft maintenance co.sts have not been included. 


c?ooJ*A;.t 
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2. SOURCES OF COST DATA 

Ground cost data wore developed from 1967 annual system expense 
levels of four major airlines, as submitted to the CAB in relation to the 
non-priority mail rates docket ^flCSOl. These non-priority mail rates 
docket data were further refined through the use of; 

. Individual airline cost studies 

. Interviews with the respective airlines 

, Independent cost surveys 

, Frei^jht terminal observations 

, American and Eastern Airlines' recent submissions to 
the CAB on rate changes on minimum shipments 

. Individual airline statistics for piece and shipment 
volume 

3- C OMPOSITION OF GROUND COS TS 

Ground costs were developed in the following three expense 
categories; 

. Handling costs 

, Sliipmo.nt processing costs 

. Ground burden costs 

Handling costs represent the expenses incurred in pliysically moving 
a shipment through the freight facility. Loading and unloading of tlic 
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shipment wci'C also considered to be handling functions. These 
handling costs were allocated over the total number of pieces handled. 
This allocation was based on the average number of pieces per shipment 
multiplied bj' the cost per piece. This analysis was conducted on a 
pei‘ shipmerits“handled basis for Air Express, air freight forwarder, 
and air freight sliipmenls, respectively. Exhibit C-I, following this 
page, details tl>c principal functions included in handling costs for each 
of (he modes. 


Figures were also developed for shipment processing costs for 
each tj’pe of shipment. These costs were related directly to shipments 
rather than pieces. Exhibit C-II, following Exhibit C-I, details the 

k 

• ••*•«• ^ •*!* * •• « • 
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for Air Express, air freight fonvarder, and air freight shipments. 


Ground burden costs were developed to include expenses such as 
terminal rent and utilities, other terminal overhead costs, corporate 
overhead, advertising and r.alc.o, ground equipment maintenance, and 
non-aircraft related depreciation. As with ground handling and ship¬ 
ment proces.sing costs, the ground burden costs were developed for 
each mode of handling small sliipmcnts. These cost elements are 
shown in Exhibit C-III, following Exhibit C-II. 
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Air Freirht 

Air Express Coniiniiicc 

HANDLING FUNCTIONS 

i 

FrcLrht Forv/aidcr 

." Pickup of shipment 

. Receipt of sliipmcni at dock 

. Receipt of shipment at dock 

tom RF.A facility by 

night 

. Lot labelling 

. Sorting of shipments by flight 

1 

. Loading onto aircraft 

. Sorting of shipments by fliglit 

1 Consolidating cf shipiru nts into | 

» Unloading of ship- 

. Coruolid.'iting of shipir.ents into 

igloos or carts i 

1 

menis 

Igloos or carts 

. Loading onto allwtafi ! 

. DIspatcli to i'iA 

. Loading onto aircraft 

. Unloading of shipment 

faciliiy 




. UtJoeding of sliipmcnts 

. Breakdov/n of shipment 


. lireaJrdown of shipment 

. Transfer of shipments ■ 


. Trarufer of shipments 

. Storage of shipments | 

I 


. Storage of shipments 

. Movement of shipments to dock j 


. Arrange for delivery 

fot pickup i 

* 

. J/ovement of shipment to dock 
for pickup 

t 

f 

• 

1 

\ 

tioo’z-AV.. ■ 

_LS.- ■■_^_ 
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_ A If Ffcip lit_ 

. Frepaintlon of airbill at tciniin;;! 

. Lot labeling of sblprncnis . 

. Internal accrunting for airbills 
. Invoicing of airbills 
. Matching of airbills to shipmcn:s 


Air Express Coniinittsc 
SHIPMENT PROCESSIHG FUNCTIONS 

Freight Forwa rder 
. Checking of airbills at dock 
.. Rating of airbills 
. Internal accounting for airbills 
. Invoicing of airbills 
. Matching of airbills to shipnicrus 
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EXHIBIT C-Ill 


Air Express Conuiiittct 
GROUND BURDEN C.OST ELEMENTS 


Air Express 

Air Freif^ht 

Frci.i’ht ForSi'arded 

. Terminal supervision 

. Terminal supervision 

, Terminal supervision 

. Terminal overhead 

. Terminal overhead 

. Terminal os’cihead 

- Ramp icmals 

-• Rsiu and utilities 

“ Rent and utilities 


- Damages and injuries 

- Damages and injuries 

. Corporate overhead 

- Supplies 

- Supplies 

- General 


. 

administrative 

. Coiporato overhead 

. Corporate overhead 

. Ground cqtiipmcnt 

- General adminisuative 

- General administrative 

Mid maintenance 

. Ground equipment and maintenance 

. Ground equipment and maintenance 


■ . Advertising and publicity 

. Ad/Mtising and publicity 


Rescivation and talcs 


Reservarioii and sales 
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AJ ’l'JiiNDIX C (4) 


.4. COST PEl^ S ITIPME NT TO THE AIRLINIJS 


Exhibit C-IV, follov/Log this pngc, compares the ground cost of a 
cingle shipper shipment of a specific weight going an average distance 
of 1, 100 miles. In the case of Air Express and the air freight mode, 
the ground cost was the sum of the physical handling costs, the ship¬ 
ment processing cost, and the gound burden costs for that particular 
single shipment. For the freight forwarder mode, an additional calcula¬ 
tion was necessary because more than D!)% of the indiv'idual shipper ship¬ 
ments handled by frciglil forwarders are consolidated with an average 
of 6 other shipments. An a result, the shipment processing costs were 
divided by 7 to allocate these cost to a single shipper .shipment. For 


e'lample, a single 25-pour.d shipment i.s picked up by the foiw.T.rdcr, 


consolidated v/ith G other 25-pound shipments, and tendered to the air¬ 
lines as a single 175-pound shipment. The total shipment processing 
cost of this 175-pound shipment v/as calculated and one-scvenlh of the 
total was allocated as the shipment processing cost for a 25-pound shipper 
shipment handled by a freight forwarder. 


Calculations of ground cost.s for each of the three modes were made 
separately based upon data provided by each of the four airlines studied. 
These costs v/ere compared and found to be reasonably similar among 


the airlines. 



ST'Ka) 
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A1-. ENDIX C (5) 


E::luljit C!-TV cotnp.'ircs tho gi'ound cost for aliipmcnt among the 
moden for different size nlnpiT-cnta, An indicated in the exhibit, Air 
Exprcs.s contr. arc riUlirdantially below air freight costs on shipments 
under 100 j'ounds. Siniil:n-ily, Air Express coots per shipment are 
lees than coinpai'able costs for consolidated freight foinvurdcr shipment 
np to about 85 poinuiS. J-'iirlher, Jt can be seen that the coot per freight 
forwarder rhipment is substantially less thon a comparable air freiglit 
Klripment. 


5. CON'i’EN'r OF C.TtOUND COS'I' COMPAFED PY MODE 


A significant part of air freight ground cost is related to pro- 
ceooijig and buidun. Thuii, as the sizo of an iiii fi'uight siiiijniuili 
increases, the total ground costs increase slower than the same costs 
for an Air blxprcss sl)ipmcnt, and the shipment-related coats or "fixed' 
costs become lees significant. 

Shipment handling costs rcpre.scnt the most Significant element 
of expense for Air Express. This handling co.st varies directly with 
the number of in'ccea in an Air Exprc.s.c .shipment. As the size of the 
Air Exprerjs shipment incrcn.ses and along with it the number of picce.s, 
the total ground costs i)icrease proportionately and gradually approach 


the total co.sl of ni)* fi eight. Exhibit C-V, following this page, shows 
the compo.'-.ition of ground costs for the throe modes for average ship¬ 
ments below !)0 poundri and 50 to 100 pounds. 
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Exnimr c-v 

Air Express Coiiimictcc 
COMPOSITION OK GROUND COSTS 


Average Chip;ncnt Average Shipment at 

Be l ow SO 1*0 1111(1^ • SO Pou nds m 1.0 0 PouiiJ,-. 


Air 

Fieighl 

Air 

Air 

Freight 

Air 

Freie.lit 

Forwarder 

Express 

Freight 

Foiv/ardcr 

Express 


Handling cost 

$ I.IS 

$1.07 

$1.32 

$ 2.63 

$2.49 

$J.0C 

• 

Shipment processing cost 

3.70 

0.37 

- 

3.70 

0.32 

- 

Ground burden cost 

C.70 

o.ni 

O.^iO 

6.70 

0.91 

0.40 

"I'ctal 

f,ll.S3 

$.2.35 

$1.72 

$13.03 

$3.72 

$3.48 
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. A compori.'jon of airline ground cost between air frci/jlit 
foi'warder shipments and air freijjlil Kliipnaenls in included in Exhibit 
C-VI, following tin's page. While the .same basic j)roce.ss is followed by 
the aij'lincfc for both modes, the shipjncnt-rclaled costs are much lower 
for the freight forv/arder mode bccau.se of conr.olidation. 
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AIR EXPRLSS COMMITTEE 




FRCilGflT FORV/Aaoi-R COST COMPARED TO AIR FU'EICHT 


SHI? MEM T 


SKU'MKMT 


Fa;ii^\iiT f Dnv/A.iui;n 


SlZlf 01= SHIPMENT (POUNDS) 


COST/ 

SHIF-MCNT 


COST/ 

$HIPMUM1 




50 

SIZE OF SillPl/cNT (POUNDS) 
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AP. .NDlXD(l) 


COMPAUI.SON OF AIRLINE IlEVENUE/GUOUND COST 
* DIFFERENTIALS BY MODE 

This appendix defines the airline revenue/firound cost differentials 
by mode in greater detail. It covers the methodology used in calculating 
the differentials as well as the effect t>f the rate changes recommended 
iji Cl;apter IV on the Air Express dificrejitial. 

% 

CALCU).AT10N OF REVEN UE /GROUND COST PI FFERENTIAI.S 

The airline revenue/ground co.st differential is the airline 
revenue (Appendix B) less the airline ground costs (Appendix C) for 
any shipment of a given weight and length of haul. Exhibit D-I, following 
this page (and repealed as E.xhibit 4 in Chapter II), compares the differ- 
entiaLs among the three modc.s for shipment weights up to 100 pounds 
with a length of haul of 1, 100 milo.s. As can be seen. Air Express 
generate.^ the highest revenue/ground co.it differential up to nearly 
75 pounds. 

I 

Exhibits D-II through D-V, following this page, show the dif¬ 
ferentials for shipments at 5, 25, 50, and 75 pounds, respectively. For 
a 5-pound sliipmont Air Express provides the most economical moans 
for the airlino.s to handle shipments moving di.stance up to 1, 550 miles. 
For distance.? over 1. G50 miles air freight is the best mode. For 25- 
pound shipments. Air Express is the best mode for up to almost 2, 200 
miles. For 50-pounc1 shipments. Air Express is the best mode 


for all distances over 250 miles. On the shorter distances, air freight 
forwarders liave a slight advantage. It should be noted that the Air 
Express advantage decrea.ses significantly from 25 to 50 pound.s and 
becomes much closer to tlial of freigljt forwarders. Air E.^pres.s has 
only a slight advantage for 75-|)ound shiprnent.s going between 400 and 
800 xTiilcfl. At this point the relationship becomes quite sensitive to 
cliangen in tliC ba.sic variable.^. 







Ojffrrtn.-M Airltiip iH'ik and Airlina CiaunJ Cotl 

!Jil|A«anl Tri«v«il*n 9 KlCJMili.t. 
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NOTICE DATED NOVEMBER 2, 1971 

CIVIL AERONAUTICS BOARD 

WASHINOTON. O.C. 20421 


INVESTIGATION OF AIR EXPRESS RATES 
DOCKET 22387 


NOTICE TO ALL PARTIES: 

On October 20, 1971 REA Express, Inc. (REA) filed a motion to 
include in the record of this proceeding portions of a report on air 
express prepared for the Air Express Committee by a firm of manage¬ 
ment consultants. ^ 


The participating carriers and the Air Freight Forwarders 
Association (AFFA) have filed answers opposing REA's motion. The 
Bureau of Economics (Bureau) has also filed an answer which is not 
opposed to the receipt in evidence of those portions of the report 
relating only to ground costs. 


Biven^ln -notion^will be denied for essentially the same reasons 

J examiner s notice to the parties dated October 13. 1971 

which disposed of REA'S motion to include in the instant record a United 
Airlines, Inc. exhibit submitted in Docket 23080. Again, the opposition 

aLe prevents accept- 

Practice). Siailarly, there la „o JestjfIcatio„ £„r 
consider the report. It relates to a period 

R^nr! t limiteo to onlv £oi.r of the 

I o part cjpetin^ alrln.cS. At the same time, of course, is 

It^is^offLpH already in the record on the issues £ot which 

wLJ!f 1 circumstances, further proceedings would be 

wasteful and contrary to orderly procedure. 


Upon consideration of the foregoing, 
thereto, the motion of REA to Include the 
of this case is hereby denied. 


REA's motion and the answers 
above report in the record 




Milton H. Shapi 
Hearing Examiner 


I 


November 2, 1971 
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Before the 

CIVIL AERONAUTICS BOARD 
Washington, D.C. 


Investigation of Air Express Rates 


Docket 22387 


MOTIOJ: of REA EXPRESS TO INCLUDE EXCERPTS FROM 
EXPRESS SERVICE INVESTIGATION TRANSCRIPT IN THE 
_RECORD IjN this PROCEEDING 


REA Express, Inc. moves that the attached portions 
of the record in Docket 22388, Express Service Investigation 
be included in the record in this proceeding. 

The Express Service Investigation was heard after 
the close of tlie record in tlie instant proceeding; conse¬ 
quently extracts from that record were not available for 
inclusion herein. 

The extracts which REA seeks to make a part of 
the record herein bear directly on the comparative costs 
of Express and Freight which constitutes one of the major 
factual issues in the Instant proceeding. 

The extracts are characterized by these features 
with respect to //22388 and the instant case. 

1) The same witness appeared in each case. 

2) The witness appeared for the participating 
airlines in each case. 

3) The testimony is based on the same studies 


in each case. 
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For the first time Extract 1 admits that Express 
costs are lower than minimum air freight shipment costs. 
Hence the Extract Is not cumulative of evidence already 
In the Instant record. 

Similarly, Extract 2 Is a clear admission that 
the airlines lose money on freight and see no hope of 
converting freight Into a profitable operation and that 
freight will have to be costed on a by-product basis. 

REA urges that the extract be made part of the 
record and that they be considered by the Examiner. Since 
all parties In the Instant case are parties to the Service 
Case, It seems unnecessary to reopen the record herein; 
but REA would not object to such reopening If the Examiner 
deems It appropriate. 

REA respectfully requests that the Examiner 
Include the attaches extracts In the record herein and 


consider them In reaching his decision. 


Attachments 


Respectfully submitted. 


(yjolin J. T. Martin 


Assistant General Counsel and 
Director of Economic Regulation 
REA Express, Inc. 

219 ISast i<2nd Street 
New York, New York 1001? 


Of Counsel: 

Elroy H. Wolff 
Leibman, V/llllams, Bennett 
Baird and Winow 
1156 Fifteenth Street, N.W. 
Washington, D.C. 20005 


December 2, 1971 
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CERTIFICATF. OF MAILING 


This is to certify that on December 2, 1971 
I caused the foregoing document to be served by first- 
class mail (air-mail west of the Mississippi River) upon 
all parties of record in CAB Docket 2238?. 
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EXTRACT FROM TRANSCRIPT, DOCKET 22388, EXPRESS SERVICE 
INVESTIGATION 


EXTRACT 1 


WITNESS: Mr. Elchner 
QUESTIONS: Mr. Bernhard 

BY MR. BERNHARD 

Q. Mr. Elchner, in the direct exhibits of the 
participating airlines. Exhibits PA-^02 through 4o8, is it 
correct that these exhibits were taken from the rate case? 

A. Yes 

Q. These exhibits purport to show the air express 
costs of the airlines, in that correct? 

A. That is correct. 

Q. Now, we have already stated on behalf of the 
airlines that it is not our intent to pursue cost and 
pricing Issues that v/ere raised in the investigation, the 


p. 320 




rate case, in this Investieation proceeding. 

Therefore, will you explain the limited purpose 
for which these exhibits are put In evidence? 

A. Yes. 

The airline costs which the participating airlines 
submitted here were for two limited purposes. 

In the rates Investigation, the airlines and the 
Bureau, the AFFA and the REA all submitted estimates of 
capacity and noncapacity costs, and the airlines and the 
Bureau submitted proposed cost-oriented tariffs which were 
equivalent to the cost of the airlines plus return and tax. 

The airlines, by a slight margin, had the highest 
estimate of the costs. The REA had the lowest estimate of 
capacity and noncapacity costs. 

We submitted these exhibits to shov/ that even 
under the highest cost estimates of the rates investigation, 
the cost of shipments by air express are below the cost of 
minimum air freight shipments. 

We-have other exhibits to show what the examiner 
found the cost of minimum air freight shipments were in other 
proceedings. 

Because the air express shipment costs are lower, 
we then went on to say that the shipper received the benefit 
of these lower costs on small shipments. 

The second limited purpose of the exhibits from the 


p. 321 


I* •• 
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rates case was to show that If the foiTwarders tejndered 
shipments to the airlines at retes which were equal to either 
the pre-interim tariff or to the suspended tariff, or to the 
proposed divisions — or to the proposed tariff of the 
airlines, at the divisions of the air express rates, the 
revenues which the airlines would receive from these 
tenderings would be belov/ airline costs for minimum freight 
shipments. And the minimum freight shipment costs are shown 
in PA-i<19. 

Now, we know that when you have a controversial 
case like the rates case, that the cost wnich the CAB and the 
Examiner will finally decide upon will not necessarily be 
those of any one party to the case. It may be our costs with 
slight modifications for some of the Bureau's observations, or 
it may be the Bureau's costs with the addition of things like 
reservations and sales expense, which they say they probably 
should have Included. 

But we are not debating the relative differences 
in this case. These are entered in order to have some basis 
in this case for comparing air express costs with the pro¬ 
posals of the forwarders. 







WITNESS: Mr. Eichner 
QUESTIONS: Mr. Meiscr 

Q. Alsoy on page three you refer to the fact that the 
Joint agreement is necessary to provide a nationvjide small 
package service, because of the need for these various things 
you mention, I believe single documentation, centralized 
handling of insurance, claims, and tracing. 

By agreement, you are referring, are you not, solely 
to the agreement among the airlines and not with REA?. 

A. I am referring to the agreement among the airlines. 

Where is the paragraph we are referring to, Mr. Meiser? 

Q. I am sorry, this is in your direct testimony, page three 

A. Yes, 12-8-66 is the agreement betv;cen the airlines. 

Q. Now, I would like for you, if you could, to — 

I would like to have your view on the same question I asked Mr. 
deVoursney, which is, if this Is good for air express, what is 
their difference about the small shipment air freight traffic 
which warrants a different proposal? 

A. Well, as Mr. deVoursney also answered to the same 
question, it has been suggested for air freight traffic as 
maybe being a rational answer to the losses which the airlines 

think they have in' the air freight fieldr 

I don't think there is anybody who knows airline 

costs who thinks the airlines are making money out of air 
freight. We are going to have a whole rate investigation to 


I 
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look Into It. 


At the same token, Judclnc by the Board's decision 
in Phase 7 of the fares investigation, it looks as if the 
Board thinks that air express, like air mail, can recover 
fully allocated cost and we can eliminate these losses, but 
we cannot really foresee how to eliminate the Dosses.on air 


freight. 


That will have to be continued to be priced on a 


by-product basis. 


p. 368 


i 






391(a) 

NOTICE DATED JANUARY 3, 1972 

CIVIL AERONAUTICS BOARD 

WASHINGTON. O.C. 20421 


INVESTIGATION OF AIR EXPRESS RATES 
DOCKET 22387 


NOTICE TO ALL PARTIES: 

REA Express, Inc. (REA) filed a motion on December 3, 1971 
to include in the record of this proceeding excerpts from the 
transcript of the hearing in the Express Service Investiga tion. 
Docket 22388. This is the third motion filed by REA since the 
close of the instant record requesting that various additional 
evidence be included in it. The two prior motions were denied. 

As in each previous instance, the participating carriers and 
the Air Freight Forwarders Association (AFFA) have filed timely 
answers opposing the motion of December 3, 1971; therefore, the 
said excerpts cannot be accepted for inclusion in this record 
(Rule 24 (j) of the Board's Rules of Practice). Nor does the 
preferred evidence appear to warrant reopening the hearing at thi 
late stage in order that it may be considered herein. 


Upon consideration of REA's motion and the answers thereto, 
the said motion to include excerpts from the Express Service 
Investigation. Docket 22388, in the record of this proceedina 
is hereby denied. 



Milton H, Shapiro 
Hearing Examiner 


January 3, 1972 
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UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 


INVESTIGATION OF AIR EXPRESS RATES 
DOCKET 22387 


INITIAL DECISION OF EXAMINER MILTON H. SHAPIRO 
Served; May 1,1972 

Upon: 

Elrov H. Wolff . U56 - I5th Street, N. W,, Washington, D, C. 20005, 
for REA Express, Inc. 

Russell S. Bernhard . 1625 K Street, N. W,, Washington, D, C. 20006, 
for all alr«line parties. 

Ronald P. Wertheim . 1700 Pennsylvania Avenue, N. W., Washington, 

D. C. 20006, for The Flying Tiger Line, Inc. 

Robert N. Meiser . 1730 Rhode Island Avenue, N. W., Washington, D. C. 
20036, for the Air Freight Forwarders Association. 

John Wilson . 50 Cooper Square, New York, New York 10003, for Hartz 
Mountain Products Corporation. 

Captain Richard A. Peterson . Regulatory Law Office, Office of the 
Judge Advocate General, Department of the Army, Washington, D. C. 20310, 
for the Department of Defense. 

Thomas F. Meaaher. Jr. . U. S, Postal Service, Washington, D. C. 
20260, for the Postmaster General. 

Victor M. Mercogliano . Civil Aeronautics Board, Washington, D. C. 
20A28, for the Bureau of Economics. 


This initial decision is rendered pursuant to the authority delegated to 
Examiners under Rule 27 of the Rules of Practice in Economic Proceedings. 
It becomes effective as the final order of the Board 30 days after service 
thereof unless a petition for discretionary review is filed within 21 days 
after service thereof in accordance with Rule 28 or the Board issues an 
order within said 30-day period to review upon its own initiative. If a 
petition for discretionary review is timely filed or action to review is 
taken by the Board upon its own initiative, the effectiveness of this 
initial'decision is stayed until further order of the Board. 
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UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 


INVESTIGATION OF AIR EXPRESS RATES 
DOCKET 22387 


The interstate and overseas air express rates, charges, and provisions 
under investigation herein are unlawful. 

The lawful maximum interstate and overseas rates and charges, which 

reflect the full costs of air express service, are those set forth 
in Appendix E, attached. 

The lawful minimum charge is $8.22 for any shipment (excluding shipments 
of live animals and birds) weighing five pounds or less and moving 
at distance scales 1 or 2; provided, however, that if, subject to 
certain conditions, REA and the air-line parties to the tariffs 
under investigation so agree, the lawful minimum charge may be $8.50 
for any shipment weighing ten pounds or less moving at any distance 
up to and including scale 10. 

The divisions of revenues between REA on the one hand, and the air lines 
on the other, under investigation herein are unjust, unreasonable, 
and inequitable. 

The just, reasonable, and equitable divisions are those set forth in 
Appendix E-l, attached, but are subject to negotiation by REA and 
the air lines within a defined zone of reasonableness. 

No retroactive adjustment of the divisions is required. 

Appearances: 

John J. C. Martin. Elroy H. Wolff and Peter G. Wolfe for REA Express, 

Inc. 

^ssell S . Bernhard and William C. Burt for all air-line parties. 

Ronald P. Wertheim . David M. Schwartz and J. W. Rosenthal for The 
Flying Tiger Line, Inc. 

Louis P. Haffer and Robert N. Meiser for the Air Freight Forwarders 
Association. 

John Wilson for Hartz Mountain Products Corporation. 

Captain Ric hard A. Peterson for the Department of Defense. 

Thomas F. Meagher. Jr.. Robert A. Scherr . and Melvin Rosenberg for 
the Postmaster General. 

Marshall Meyers for The American (Quality Guild, Robinson-Bishop, Inc., 
and Stearman Electronics, Inc. under Rule lA of the Board's Rules of Practice. 

Victor M. Mercogliano. Steve K. McKinn ey and Daniel M. Radcllffe for 
the Bureau of Economics. -- 
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INITIAL DECISION OF EXAMINER MILTON H. SHAPIRO 

STATEMENT OF THE PROCEEDING 

Two air express rate filings are under investigation in this case 
which involves t'e first overall examination of air express general 
commodity rates in the Board's history. The first filing marked to 
become effective July 27, 1970, was suspended by the Board on July 23, 

1970 (Order 70-7-109). The suspended tariff revisions involve proposals 
of REA Express Inc. (REA) and the 33 direct air carriers (air lines) 
participating in the tariffs with REA to revise the structure of air 
express rates and charges in the United States and between the United 
States and Canada. Among other things, the proposed revisions would 
increase the minimum charge from $8.00 to $8.50 per shipment under both 
gener-il, and most specific, commodity rates, effect rate increases for 
relatively small shipments and short-hauls and decreases for larger 
shipments and longer hauls. It also would increase the excess valuation 
charges from 18 cents to 30 cents per $100.00 of excess valuation. 
Thereafter^ REA and the air lines made a new filing of tariffs on August 24, 
1970, marked to become effective Septetnber 25, 1970, which involved 
reductions of the earlier proposed increases and decreases. The Board 
on September 18, 1970, by Order 70-9-98, instituted an investigation of 
such rate revisions which were proposed to provide REA with revenues 
during this investigationi accordingly, the second filing is referred to 
herein as the interim tariff. 

By Order 71-2-68 adopted February 12, 1971, the Board reinstated 
the petition and complaint of REA in Docket 22096 solely for the purpose 
of preserving the date of filing, April 9, 1970, to allow the Board to 
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exercise the legal option to grant relief in this proceeding retroactive 
to that date. The Board consolidated this reinstatement with the instant 
investigation. The effect of this order was to include the period from 
April 9, 1970, up to, but not including September 25, 19'0, as well as 
the succeeding period, for consideration in connection with the issue of 
the lawfulness of the divisions of the proposed rates and charges as 
between REA and the air lines. 

After notice a hearing was held and briefs and reply briefs were 
filed to the examiner by REA, the air lines, the Air Freight Forwarders 
Association (AFFA), the Allied American Bird Company, division of the 
Hartz Mountain Products Corporation (Allied) and the Bureau of Economics 
(Bureau), y 

THE ISSUES 

As specified in Orders 70-7-109, 70-9-98, and 71-2-68, referred to 
above, the following are the primary issues in this proceeding: 

1. Whether the rates, minimum charges, and provisions under inves¬ 
tigation, and rules, regulations, and practices affecting such rates, 
minimum charges, and provisions, are or will be unjust, unreasonable, 
unjustly discriminatory, unduly preferential, unduly prejudicial, or 
otherwise unlawful, and if found to be unlawful, what are the lawful rates, 
minimum charges, and provisions, and rules, regulations, or practices 

y On November 24, 1971, by Order 71-11-98 the Board authorized the filing 
of tariff revisions effective November 29, 1971 which, among other things, 
increased express charges by approximately $1.00 per shipment. The Board 
found that, pending the Board's final decision herein, and without pre¬ 
judging it, REA should have the benefit of the added revenues "because of 
its very difficult overall financial condition". 
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affecting such rates, minimum charges, and provisions, which the Board 
should determine and prescribe? 

2. Whether the divisions of the rates and charges under investiga¬ 
tion are or will be unjust, unreasonable. Inequitable, or unduly prefer¬ 
ential or prejudicial as between REA and the direct air carriers and 
foreign air carrier parties thereto, and if so, what are the just, rea¬ 
sonable, and equitable divisions thereof to be received by the several 
air carriers which the Board should determine and prescribe? 

By agreement of the parties, the primary issues Include subsidiary 
issues which the examiner and the Board may consider in this investigation. 
These are detailed in Appendix A, 

POSITIONS OF THE PARTIES 

REA ; 

The air lines have lost huge sums on air freight operations and 
have reaped tremendous profits from air express. This constitutes unjust 
and unreasonable discrimination against air express. The Board should 
prescribe the air express divisions between REA and the air lines so that 
air-line divisions from air express bear the same relationship to air¬ 
line air express costs as air-line freight revenues bear to air-line 
freight costs. This means that the air lines should receive a maximum 
share of air express revenues of 17.18 cents per revenue ton mile. 

The "ideal" tariff would contain a $9.00 minimum charge per ship- 
including not less than $6.50 as REA's share, and vould peg rates 
somewhat above the interim tariff rates for short-haul,.lower weight 
traffic and below the Interim and suspended tariff rates for longer haul, 
higher weight shipments. 
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Thi- major difft ronc« s b< lv;< « n RtA's ovidi ncu on air-lino air express 
costs and the evidi nci' submitted by the other parties stems from the use 
of priority and di nsity ight i n>;s b\ the Bureau, the air lines and AFFA, 
and the air lines' use of a manpower survey to develop traffic related 
costs. There is no evidence to support the density and priority weightings 
moreover, the air lines' manpowtr survey must be disregarded as unreliable. 

The precise tai'ff structure should not be prescribed by the Board. 

If the Board sets the maximum amount of the air lines' divisions, REA's 
ct)sts will provide a flour for the tariff. Compttitlon from air freight 
forv>/arders will provide a ceiling i>n air express rates. 

The air lines should be requirid to reimburse REA from April 9, 1970, 
forward for the unfair and unreasonable divisions they have exacted. 

Air Lines ; 

For a period of years the air lines have been carrying express at 
rates far below allocable costs which provided no return on investment. 
While the interim tariff provides REA with a full return, the air lines 
receive annually $21 million less than the Board's normal return require¬ 
ments. 

This case should result in a rate structure which permits air 
express to assume a fair share of air-line costs. This would require 
an increas»- in the express rates to the public and an increase in the 
division received by the air lines. At virtually every weight and dis¬ 
tance bracket th<.re is a substantial gap between revenues and costs. 

The primary reason for the cost deficiency is that the division received 
by thi' air lines is not cost related. 
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Tht* Board dot-s not havi- the powor undor Section 1002<h) of thf Act, 
as contended by the Bureau and REA, to prescribe the division of air 
express revenue between REA and the air lines. it can only condition 
its approval of the air express agriement between REA and the air lines 
under Section 412 of the Act upon acceptance by the parties of a formula 
prescribed by the Board for the division of air express revenue. The 
only issue which would require a decision on the applicability of 
Section 1002(h) is REA's requitst for a division adjustment retroactive 
to April 9, 1970. But the evidence shows that the air lines have been 

losing substantial sums since that date from handling air express traffic. 
AFFA ; 

The carriers, particularly the air lines, have been subsidizing air 
express service to a remarkable degree in recent years. The Board must 
take special care not to allow the carriers to continue to give away 
their air express program. The proposed below cost pricing for air 
express presents a very serious threat to the air freight forwarders. 

T.ie proposed rate structures were designed not to promote new traffic 
but to put REA in a position to engage in massive new competition with 
the air freight forwarders for the first time. 

The interim tariff underprices air-line air express service by 
2‘>.5 percent and the suspended tariff underprices it by 36.8 percent. 

The tariffs also underprice REA service as indicated by the fact that 
during the lasc Half of 1970 REA lost $3.6 million even though the interim 
tariff was in effect durii.g part of the period. 

To cover costs and return across all weights and distances the 
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tariff structure should be revised to eliminate all reductions in 
the interim and suspendi'd tariffs and the rat*’ incrt^ases proposed 
therein should be further increased to compinsatory levels. 

Allied ; 

In attempting to determine th*- proper measure of REA cost allo¬ 
cations between surface and air shlpments, REA has fail*;d to me* t its 
burden of proof. The exhibits it has submitted are completely unsup¬ 
ported. Similarly, the air lines have failed to sustain their burdi:n 
of proof to justify their division of revenues. 

The manpower survey used by the air lines to estimate th»- cost 
of the traffic servicing function was full of errors, and, therefore, 
valueless. 

The reasonable rate level for air expri'ss shipments cannot be 
determined from this record and could only be constructed aft*r a 
period of time in which the parties had fil*-d reporting data with 
the Board. Nor can lawful rates and charges be based on this rectird 
but only on concrete facts not in the Board's possession which can 
only be provided by additional reporting of data. 

The appropriate rate structure t«) b*- i’stablish«-d is the l*)wc'st 
possible charge to the shipping public commensurate with the carriers' 
making a sufficient profit to continue providing the servic*- to the 
public. Minimum charges should b** s*'t at •! lev**l covi'ring all coses 
of pickup, line-haul and delivery that C(»vi'r a carrl*'r’s basic ship¬ 
ment cost. 

The Board should issue an <jrder to continu** the interim tariff 
and to have all of the air express paitners furnish thi- Hoard monthiv 


reports containing the facts of air express costs, both ground and air, 
so that a proper determination of the division of revenues can be made, 
Bureau ; 

The interim and suspended tariff rates and those previously in 
effect are and will be unjust, unreasonable and otherwise unlawful. 

The divisions of revenue between REA on the one hand and the air 
lines on the other which they propose are unjust, and reasonable 
divisions should be prescribed. REA and the air lines should divide 
the air express revenues so that 48 percent is allocable to REA and 
52 percent to the pir lines. 

Air express rates should be based on an appropriate share of 
fully allocated costs including return and taxes. Based on the cost 
of shipments weighing 15 pounds or less, minimum charges increasing 
with distance for shipments weighing 15 pounds or less are reasonable. 
For shipments weighing 16 pounds or more air express rates should be 
determined by a Bureau formula. In addition to the Bureau's proposed 
rate structure for shipments weighing 16 pounds or more, REA and the 
air lines should be permitted to file air express rates witbin a 
range five percent above or below the formula rate. 

AIR EXPRESS SERVICE IN PROFILE 

The air express service of REA and the air lines is defined by 
the Air Express Agreement (Agreement C.A.B. 17935) between REA on the 
one hand and 33 scheduled air lines on the other. The air-line parties 
comprise eleven trunklines, nine local service carriers, five inter¬ 
national carriers, three all-cargo carriers, three helicopter carriers, 
one commuter air line and an Alaskan air line. 
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The agreement defines air express as a service by the parties 
rendered pursuant to an air express tariff covering air transportation 
of property between points in the United Stat«;s or between points in 
the United States and Puerto Rico or between a point in the Unit 
States and a point in Canada. 

The air lines undertake to provide regular and dependable air 
service for the transportation of air express, and to accord it priority 
of handling and space on aircraft subject only to the demands of air 
mail, passengers and their baggage. 

To enable them to move air express traffic the air lines are 
parties to a second contract (Agreement C.A.B. 12H66) which provides 
for their representation by an Air Express Committee in their dealings 
with REA. 

Pursuant to the agreement REA has established a separate Air 
Express Division which is responsible for the ground transportation 
and related services of air express shipments. Therefore, REA per¬ 
forms the pickup and delivery of air express, the issuance and prepara¬ 
tion of necessary shipping documents, receipts, clearances, and notices, 
the collection of air express charges, and the terminal, routing, for¬ 
warding, tracing and any other ground and accessorial services offered 
by the air express tariffs. 

REA serves more than 22,000 cities and towns throughout the country 
from approximately 3,375 terminals. It operates air express terminals 
on airport property at 65 airports in 63 cities. In each of those cities 
it also maintains surface terminals which handle both air and surface 



shipmi'nts. It providfs air rxprt ss si rvicf lhrnughoul its syMiiii and 
transports by air t-xpross ci>miiiodi l i t-s of all doscTipl ionsJ including 
such items as live animals, pri'cii'us jewels, huin.in blood, radioactive 
isotopes, works of art, cancelled checks, eic. 

Air express shipments are sorted first at terminals, transferred 
to the airport by a "tripper" truck and are given spi'cialized tracing 
and customer services, in some cities pickup vt^hicles rendezvous at 
certain times and places during the day and lransf»-r air express traffic 
to a tripper vehicle which takes the shipiiunts directly to the airport 
for quick service. The trippi r also transfers air express to th*‘ route 
trucks for immediate d« livery. Air express is loaded last t)n the 
delivery trucks and delivered first to t h<' ca)nsignee. 

At cities where REA does not have an office at the airport, 
deliveries and pickups are made at the airport directly to and from the 
air lines receiving or forwarding air express. Besides the cities 
where REA leases terminal space direct from the airport authority, it 
also leases space in other cities from an air-line; party to the Air 
Express Agreement in ordt^r to conduct its t)perations on the airport prop 
erty. In still smaller citli-s REA conducts its business from a surface 
terminal located for the? convenience of both the surface and air services 

About four-fifths of air express traffic moves by combination air¬ 
craft and the rest by all-cargo t:quipment, The top 25 air express sta¬ 
tions account ‘'oi 75 percent of air express traffic. More than half of 
the air express traffic originatis at ten cities. Some 439 airport 


cities generate less than oni- ton of air express a day. 
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Air express shipments are characteristically short-haul and pri¬ 
marily lightweight. The average weight of a shipment has be«n approxi¬ 
mately 27 pounds in the last three years. Over 41 percent of the 
shipments weigh nine pounds or less, over 65 percent weigh less than 
20 pounds and 89 percent less than 50 pounds. Similarly, 60 percent 
of the shipments move 800 miles or less. 

Air express shipments totaled 9,866,300 in 1969 but have been 
declining markedly so that by the year ended September 26, 1971, they 
totaled only 6,643,800. So, too, have air express revenues declined: from 
$96.5 million in 1969 to $79.6 million during the year ended September 26, 
1971. 2/ 

THE OPERATING RESULTS OF REA'S AIR SERVICE 

Since the standard usually applied by the Board in ascertaining 
the reasonableness of rates is whether they are reasonably related to 
the actual costs of the services provided, 3/ the primary problem to 
be considered is the determination of the costs Incurred by REA and the 
air lines in providing air express service. Almost all of the record 
was devoted to this task which has proved a prickly and elusive 
challenge for all concerned. 

The 1969 OperatinR Results 

At the prehearing conference the air lines requested the parties 
to stipulate that REA and air-line costs would be based on caW'ndar 

2/ Additional air express traffic and revenue data f<»r the y.ars 1969 and 
1970, and for the first nine months of 1971 are provided in Appendix 1, 

Z/ The Board's standards of reasonableness are discussed in mort* detail, 
infra , at page 64.. 
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yi-ar 1969 opi-ralit>ns. AFFA objecli^d bfcuusi- il fuvurtrcl n-liancr on fis¬ 
cal yoar 1970 data. Howt-vor, since so much of ihc kinds of daia which 
the air lim-s would have had Lo furnish for a lalcr period had already 
been supplii-d for calendar year 1969 as pari of ihe record in Phase 7 of 
the PunK^stic Passenger Fare Investigation . 4/ the examiner rulid in favor 
of using calendar year 1969 operating results to determine REA and air¬ 
line costs so that the parties would be spared thi; expense of preparing 
many new exhibits. The Bureau has confined its presentation to thi; 
operating results of that year, submitting, in addition, f«)recasts of 
1971 and 1972 air express costs. Rut in its brief it states that, on 
further analysis, it believes that owing t») thi* steady decline in air 
express shipments, beginning with the latter part of 1970, no reasonably 
reliable forecast of air express traffic is now possible;, and that the 
best evidence on costs is to be found in the 1969 data. 

REA does not share this view of the* 1969 data, at least as to its 
own operating results, and predicates its case on calendar year 1970 

data. REA is persuaded that the results of two important cost studies 

! 

I 

it performed in 1970 - a pickup and delivery survey and a terminal plat¬ 
form study - cannot be meaningfully related to 1969 costs. REA developed 
1969 costs i)nly bi;cause it was requested t»> do s«» by the other parties 
and has repudiated the results as the product of a "meaningless mathe¬ 
matical exercise". It insists that any attempt to apply the 1970 survey 

A/ Docket 21H66-7, Orders 71-A-59, 71-4-60, April 9, 1971. This case 
will be referred to hereinafter as the Fare lnvt;sttgati«>n. 
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study to 1969 statistics Ignores a number of variables involved in the 
determination of costs. 5/ While the air lines and AFFA have developtrd 
analyses of REA's 1969 operations, apparently, they have also felt com¬ 
pelled by REA's presentation to concentrate on REA's 1970 data. On 
the other hand, the Bureau regards the comparatively high costs obtained 
by REA from the 1970 period as indicative of the fact that the pickup 
and delivery survey ratio may be unrepresentative. It prefers the 100 
percent sample which it says is available from the 1969 actual data to 
a sample from only one part of 1970, especially because of the factor of 
seasonality which has to be considered. 

In the light of REA's objections to the 1969 data, the quality of 
the evidence actually furnished at the hearing, and in order to take 
advantage of the most up-to-date information available, on reconsidera¬ 
tion, the examiner has concluded, notwithstanding his ruling at the pre- 
hearing conference that 1969 would serve as the base year, that the 
rates under investigation should be tested against 1970 data primarily, 
and that the REA operating results for 1969 should serve as a point of 
reference to help check the reliability of the 1970 data. Given the 


5/ REA lists these variables as follows: (1) the ratio of pickup and 
delivery air shipments to total air shipments, (2) the ratio of pickup 
and delivery surface shipments to total surface shipments, (3) the ratio 
of surface shipments to air shipments handled a" air terminals, (4) the 
ratio of surface shipments to air shipments handled at surface terminals, 
(5) the ratio of total shipments, air and surface, (6) the ratio of sur¬ 
face to air terminals, (7) miles per pickup and delivery shipment at air 
terminals, (8) miles per pickup and delivery shipment at surface terminals, 
(9) frequency of air-line flights at the various airport stations. 

REA charges both the Bureau and the air lines with failing to account 
for all of the foregoing variablesexcept the fifth in their calculations 
for 1969. 
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available sources of Information, it is less hazardous to accept the 
air lines' results for 1970, than to attempt to relate REA's 1970 sur¬ 
veys back to its 1969 operations. Inasmuch as the air lines urged that 
1969 be considered the base year, and since there are no similar prob¬ 
lems clouding the air lines' 1969 data, the findings as to air-line 
costs have been made in reliance on both 1969 and 1970 data. 

Because of the marked, continuing decline in air express traffic 
since 1969, as previously noted, such forecasts as have been submitted 
by the parties through 1972 must be discounted. Instead, actual traffic 
and revenue data through September 1971, as reported by REA since the 
close of the hearing, will be relied on where appropriate.. 6/ 

On the basis of the evidence, and recognizing the limitations of 
the data affecting the required allocations and direct assignments of 
expenses, it is found, as shown in Appendix B, that REA's operating costs 
in 1969 totaled $58 million before return and taxes. 

The 1970 Operating Results 
"Other revenues" 

The air lines complain that while REA earned $4,389,000 in "other 

revenues" in 1970, none were assigned to air express. They maintain 

that these revenues must be assigned to air as well as to surface ex- 

pret'} on the basis of the relative revenues of both. REA objects that 

expenses related to "other revenues" should be excluded in those instances 

where it has Identified them. It claims that such revenues are derived 

from special services which ere not necessarily to be associated with 

surface transportation nor are they to be regarded as air revenue. 

6/ The detailed data underlying the computation of 1969 costs have not been 
provided in an appendix since 1969 is not treated herein as the base year. 
However, these costs were, in fact, determined in accordance with the methods 
used to arrive at REA's operating costs in 1970. 





A review of the various items discloses certain miscel lanet)us 
revenues of $137,000 were received for handling U. S. mail between 
post offices in surface operatii)ns only. Accordingly, these should be 
excluded from consideration as "other revenue" from air transportation. 

As for the other items, some should be classified as accessorial 
charges, and treated accordingly, namely custom brokerage fe«*s, C.O.D. 
fees, and cold storage charges - all of which total $2,972,000. REA 
has been unable to identify expenses associated with the remaining 
sources of "other revenues", totaling $1,280,000, and such "other 
revenues" are, therefore, available for allocation to REA's air express 
service. An allocation of 30.03 percent of the total $1,280,000 figure, 
or $384,000, is Indicated on the basis of the percentage which domestic 
air express revenues in 1970 represented of total REA revenues. 7/ 

While, according to the air lines, 1970 air revenues accounted for 
32.83 percent of total system revenues and, therefore, $1,441,000 of 
"other revenues" should be assigned to air ixpress, they did not con¬ 
sider that, as shown above, approximately $2,972,000 of the total of 
$4,389,000 claimed by the air lines as total "other revenues", are class¬ 
ifiable as accessorial charges. In 1970 REA received revenues of 

7/ Recent Board treatment in the Fare Invt^si jgation of a similar prob¬ 
lem involving revenues less directly relat«d to the services under examina¬ 
tion supports this allocation. At page 26 of the Phase 7 mimeo. opinion 
the Board said, "These net revenues are derived from services performed 
with the same facilities as are used fur the provision of passt^nger 
services, are an incident to the performance of the passenger services, 
and presumably could not and would not be offi-red except as an adjunct 
to the passenger services. Under these circumstances, any net revenues 
which result from these incidental services ought to go towards the 
reduction of the overall burden of passenger services." 
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$2,378,000 from accessorial charges Imposed in the performance of air 
express service which are not reflected by REA in its computation of 
its 1970 operating results (Appendix C-l, page 18), Under the circum¬ 
stances, the latter revenues, in addition to the above allocated "other 
revenues" of $38^,000 should be offset against REA's total operating 
expenses in 1970 (See Appendix B). 8/ 

Allocations and direct assignments of expenses 
REA's pickup and delivery service - Largely because of REA's many 
revisions of its exhibits, its efforts to allocate its pickup and delivery 

I 

costs as between surface and air express evolved into a veritable odyssey 
of cost accounting. Considering the many special problems involved in 
this undertaking, REA's consultant decided that a special study of its 
pickup and delivery functions was necessary to separate air and surface 
costs in the REA account. Vehicle Employees-Pickup and Delivery, and 
other related accounts. 9/ REA followed ICC Form A which is used by the 
ICC for special studies of city pickup and delivery functions of motor 


8/ The record offers no way to link the $2,378,000 figure reported by 
REA as accessorial charges and the $2,972,000 it has grouped in one of 
its exhibits (REA-5023) under the heading of "miscellaneous revenues", 
and which it prefers to have regarded as derived from special services 
not to be identified with either air or surface transportation. However, 
these are found to answer the description of revenues from total system 
accessorial charges. 

9/ In order to obtain a better separation between surface and air expenses 
REA's consultant conducted a second study regarding the platform functions 
of REA. This was based on certain REA surface terminal forms ("3312") 
and' the air terminal forms ("AES6") in regular use, which covered the 
period from June 29 through July 26, 1970. 757 surface forms and 35 air 

forms were supplied reporting the count of air and surface shipments 
handled both over-the-counter and actually picked up and delivered. 
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carriers.^/ The report form is Intended for a computation of the total 
amount of time at .stops and the total time of the vehicle while it is 
moving as well as to help identify the types of stops, e.g.,whether 
pickup or delivery and whether prepaid or collect. 

The study was designed to cov^r 35 terminals by checking two air 
terminals and three surface terminals on one day of a whole week of sur¬ 
veying in November 1970. The terminals surveyed were determined by 
random selection. Form U reports were received from 810 drivers. 

REA has made a series of revisions to its exhibits relating to the 
Form 4 survey, both to bolster its position and respond to criticism by 
the other parties. Despite REA's persistent reworkings of the survey, 
it is still deficient in certain respects, but with appropriate adjust¬ 
ments it can be salvaged as a guide for making the necessary allocations. 
In any case, it offers the only reliable method available in this record 
of allocating pickup and delivery costs between air and surface express. 
Accordingly, the examiner relies on the Form 4 survey after making further 
adjustments of the data to avoid undue bias and minimize errors. 

The pickup and delivery operations of REA are its largest single 
system cost center. Early in the case, it allocated those system costs 
on the basis of shipment miles. But in its structure exhibit it also 
allocated the same expenses for air on the basis of pieces and shipments 
in a ratio of 52-48 percent, respectively. After the Bureau responded 
that REA should have allocated between air and surface expenses in the 

10 / The Form 4 study also became known during the course of the pro¬ 
ceeding as the "Fauth" study, the name of the REA consultant who con¬ 
ducted it. 


i4l4(a) 


same way as it did in its structure exhibit, kEA adopted a new approach 
to both its level and structure exhibits which reduced the air express 
cost level and shifted the amounts allocat»d to pieces and shipments 
from 52-48 percent, respectively, to 18-82 percent. 

REA's allocation of various accounts by shipments and pieces treats 
air shipments and pieces as though they were handled like surface ship- 
ments and pieces. But this is not the fact. As contrasted with surface 
shipments and pieces air shipments and pieces are given expedited ser¬ 
vice, require relatively more of management's time, and, therefore, 
incur more expense. REA's assignment of terminal rents on the basis of 
pieces includes an assumption that the rents at airports are comparable 
with those at surface facilities, but, again, the fact is that airport 
space is more expensive than surface terminal space. In both instances, 
therefore, the REA methods of allocation tend to understate air express 
costs. 

Because of its dissatisfaction with the fundamental surface-air 
ratios resulting from REA's study and the reliability of the underlying 
raw data in the Form 4 survey, the Bureau prefers to use a piece-mile 
ratio for allocating pickup and delivery expenses. JU/ The Bureau also 
favors a piece-mile ratio because of REA traffic data revealing that 
si:“face express shipments are composed of almost twice as many pieces 
as air express shipments and are substantially heavier, but not beyond 
the capabili'-y of a single vehicle operator. To give weight to evidence 
that vehicles at exclusively air terminals travel considerably farther 

11/ As already noted, the Bureau has limited itself to determining 1969 
operating results, but in so doing has adopted data from REA's 1970 studies 
and attempted to relate them back to the 1969 experience. 
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for every shipment pick up or delivered than vehicles at surface terminals, 
the Bureau incorporated the mileage factor in its unit of measurement. 

But the net result of the Bureau's ttchnique of allocation is a 
1969 cost per air express piece which is ten cents less than the cost 
per surface express piece. j_2/ This discrepancy is enough in itself to 
discredit the Bureau's method. Moreover, the costs t>f pickup and d»liverv 
operations for small shipments are generally more shipment - related than 
piece-related. The miles the driver travels are more closely related to 
shipments since these are what he picks up regardless of the number of 
pieces. Similarly, the use by the Bureau for allocation purpos»‘s of the 
piece-mile ratio to cover all elements of the driver's working time 
Including running, stops, starting up, loading and unloading is hardly 
consistent with the facts of operation. On the other hand, REA's use of 
shipment miles as a basis of allocating running time, shipments and pieces 
to allocate time at stops, shipments as related to starting up time and 
pieces to cover loading and unloading time reflects nxire accurately th*' 



Total Operating Expenses - Domestic Air 

1969 

$ 53,819,000 

Total Operating Expenses - All Other 

$238,716,000 

Total REA System (Excluding Express 
Payments) 

$292,535,000 

Domestic Air Express Pieces 

13,704,400 

Surface Express Pieces 

59,444,160 

Cost per Air Express Piece 
($53,819,000 i 13,704,400) 

$3.92 

(]ost per Surface Express Piece 
($238,716,000 ; 59,444,160) 

$4.02 


By comparison, as found later herein, the i‘xamintrr's computations show 
that the 1969 cost of transporting an air express piece was $4.3H, or 47 
cents more than the $3.91 cost of transporting a surface express piece. 


costs involved in each op.Tation. Unfortunately, the record demon 


strates that the drivers' reports of running time wer«’ seriously in 
error due to rounding off by some drivers to the nearest five-minute 
time interval and to varying methods of accounting for lunch periods. • 
In addition,the keypunching of the data into the computer was not 
checked for accuracy, and as a result the data must be found to be 
unreliable. This has led the examiner to reject thi- REA data as to 
running minutes as a basis for allocation, and to adopt instead the 
shipment mile ratio unadjusted by the minutes survey. As a consequence, 
the examiner has found it unnecessary to make the kinds of adjustments 

attempted by the air lines as a means of preserving the- utility of the 
REA survey. 13 / 

As a result of applying the data derived according to the original 
version of the REA Form 4 survey it is found that REA's total pickup 
and delivery expenses in 1970 wore $43,451,1)00,of which $13,54K,000 are 
allocable to domestic air express. K/ 

However, AFFA contends that REA's pickup and delivery costs should 
be increased by $2.6 million to correct for the use by both REA and the 


These adjustments include (1) reductions in the portion of pickup and 
delivery costs allocated to air on the basis of shipment mile related 
minutes to reflect apparently faster air vehich- speeds shown in the Form 
4 study and (2) reductions in air pickup and delivery costs allocated on 
the basis of minutes at the stop and also during start-up time, to reflect 
the actual times produced by the Form 4 study rather than the times pro- 
duced by the single shipment stop analysis originally employed by REA and 
miscellaneous reductions in other air pickup and delivery costs of 
minor significance such as those associated with the tripper service, 
insurance, etc. 

\M/ Appendix C-1, pp. 3 and 10, account number 042-00 for the period 
January-June, I970,and account number 523-01 for the period July-December, 
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air lines of improper air and surface shipmint miles. AFFA claims that 
the error occurred in applying average shipment miles experienced at 
surface terminals to air shipments handled at the surface terminals and 
average shipment miles experienced at the air terminals to surface ship¬ 
ments handled at air terminals in determining the surface and air 
shipment mile factors. It argues that, instead, the average experience 
at air terminals where the data represented almost exclusively air 
traffic should have been applied to air shipments wherever handled and 
the surface terminal experience, which represented for the most part 
surface traffic, should have been applied to surface shipments, wherever 
handled. But no such adjustment is warranted since, in fact, at surface 
terminals the handling of both air and surface shipments by the pickup 
and delivery truck operators is mainly indiscriminate. 

Automotive insurance expense - It appears that REA's method of 
allocation based on all shipments results in an overstatement to air 
express of public liability and property damage insurance expense. The 
problem is that air shipments account for only 27.lA percent of ship¬ 
ments picked up and delivered whereas REA has used a 32.76 percent ratio 
of total shipments for its allocation. The evidence reveals that a sub¬ 
stantial part of REA's Insurance expense in the last half of 1970 Included 
employee welfare expense, and that this should be eliminated for lack of 
information to identify automobile insurance. 

In a post»hearing exhibit REA claims that its premiums for some 
insurance expense were based on revenues, and, therefore, it is proper to 
use total shipments as a basis for the allocation rather than pickup 
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and delivery shipments. It did not, however, provide the information with 
respect to the revenues used for this allocation. The use of total 
shipments as the basis of allocation is not justified since the insurance 
expense is related to vehicles. Some Indication of the overstatement is 
available from the fact that in 1969 there was an excess allocated to 
vehicle insurance alone of $130,000. 

Application of the correct ratio of pickup and delivery shipments 
and the elimination of non*automotive insurance expenses results in the 
allocation to air express cf $383,000 in 1970 (Appendix C-l, pp. 4 and 
15). 

l^ase expense - REA has capitalized its leased equipment expense for the 
purpose of determining its return on investment. In so doing, however, 
it has not made the related adjustment showing depreciation expense 
instead of lease expense. Accordingly, the REA method duplicates air 
express lease expense. To avoid duplication the examiner, after allowing 
for REA'S lease expense as an operating expense, has excluded any capi¬ 
talization of such expense from the REA investment base. 

G^eneral overhead expense - The Bureau takes issue with REA's alloca¬ 
tion of general overhead expense on the basis of shipments, submitting 
that it is not as suitable or consistent with standard practice as its 
own method based on total salaries in the maintenance, transportation, 
traffic and insurance functional accounts. How»-ver, as REA points out, 
the general account covers mc)re than supervisory emplijyees; in fact, most 
of the expense in this category stems from the finance and purchasing 
departments which are largely concerned with documentation and supplies. 
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both of which are tied to shipments. Accordingly, it is found that REA's 
allocation by shipments is appropriate and has bt't'n retaimd for costing 
both 1969 and 1970 operating results. 

Transportation com missions - REA disagrees strongly with the Bureau's 
acceptance of the direct assignment cf 5.7 percent of air express revenue 
commissions as having been paid to agents during 1969 and the first half 
of 1970 which the carrier used in its rate justification of the suspended 
tariff submitted August 24, 1970. REA contends that not only is the 
Justification not a matter of record in this proceeding, but also that 
since the payment of commissions depends on revenues, an allocation based 
on revenues should be used to account for commission expenses. It points 
out that since 28 percent of 1969 revenues are assignable to air express, 
and 72 percent to surface, it is unreasonable to assert that commission 
agents were responsible for only six percent of air express traffic. 

REA is content to rely on this argument without offering any evidence 
or explanation as to why its own representations in its rate justifica¬ 
tion are no longer reliable. REA's consultant who sponsored the alloca¬ 
tion based on revenues was unfamiliar with the source of the actual amounts 
recorded by the company as commissions. It appears that, without checking 
into the accuracy of the direct charges, he made a conventional allocation 
at his own convenience. At the same time, the fact that such an alloca¬ 
tion as a substitute for the carrier's own direct charges Increases REA's 
functional account for air transportation expenses by more than a million 
dollars cannot be overlooked. Under the circumstances, the consultant's 
more convenient method amounts to a luxury which cannot be indulged in a 
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rate-making proceeding. Accordingly, in vi.w of the foregoing, and all 
the evidence of record, it is found that the 5.7 p.'rcent charge recorded 
by REA is the best evidence of the carrier's transportation commission 
expense for the period January 1, 1969 through June 27, 1970 jj/ and 
should be reflected herein. 

T erminal service costs - AFFA is the only party to take issue with 
REA'S terminal costs during the second half of 1970. It argues that the 
evidence shows REA's terminal expenses are Increased because of the air 
express priority, but that REA has made no provision for this cost 
factor. In order to reflect such a factor AFFA would apply a priority 
weighting of 1.5 to REA's air pieces and shipments, thereby Increasing 
the terminal expense allocation factor from 29.96 percent to 39.1 percent 
as applied to payroll plus welfare accounts and from IH.30 percent to 
25.1 percent for all piece-related accounts. AFFA justifies the weighting 
by reference to the evidence of the Form 4 time study showing that 69 
percent more time is spent on air pieces than surface pieces in th.^ 
pickup and delivery phase of REA's operation. AFFA's adjustment would 
increase REA's expenses for air express by $3 million dollars. 

Although AFFA cites some general references by REA witnesses to 
the priority accorded air express over surface express throughout REA 
operations, there is no specific evidence that REA does incur additional 
costs as a result of its terminal handling of air express traffic. In 

Under the accounting system inaugurated by REA as ..f July 1. 1971) 
the problem posed by this issue was eliminated for any subsequent period. 


X 
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that event, there is no support for AFFA's priority weighting; accordingly, 
it cannot be accepted. lA / 

Conclusion - In view of the foriKoing, the evidence of record, and 
the various allocations and assicnnn nts of expinses mad- in Appendix C-l, 
it is found that REA's air *xpress co-.'s of opiration, bi-for*- return and 
taxes, were $55.H million in 1 / / 

Rate of Return 

REA maintains that it must have «arnings of at least $3.5 million 
or a return of approximately 15 percent on investment using its recon¬ 
structed balance sheet in order to satisfy the tests laid c'own in Phase H 
of the Fare Investigation mat a rate of return b«- "sufficient to compen¬ 
sate the carriers for their costs of capital, provide the equity owners 
with returns comparable to returns on investment in enterprises having 
comparable risks, anJ enable the carriers to maintain their credit and 
to attract capital." In support of this requ«'St REA relies on its debt- 
equity ratio of 98:2; the extremely unfavorable comparison of REA with 
almost any alternative invi-stment opportunity; its poor standing as a 
credit risk as a result of cumulative losses of over $68.1 million during 
the three years «;nded December 31, 1969; and its need for modernized and 

16 / On the other hand, the consideration given later herein to the 
impact on traffic servicing costs resulting from the special efforts 
made by the air lines to give priority to the ground handling of air 
express was dictated by definite evidence of air-lin<; operating pro¬ 
cedures. 

17 / The record aff('ra^ no < st of the »;fficiency and economy of REA's 
operations. Despite testimony of strenuous measures taken by new 
management sinct- 1968 to reduce HEA's costs, there is no evidence as 
to whether the carrier's costs were actually reasonable and proper in 
19 70. 
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expanded facilities which will cest about $55 million during a fivf-yt-ar 
period ending December 31, 1975. RHA also argu«'S that the air 

freight forwarder industry is most nearly similar in terms t)f risk, 
structure, and method of operation, and that, of th<- forwarders, Emery 
Air Freight (Emery) most closely resembles REA's operations in volume. 

It adds that Emery has consistently shown a high rate of return on its 
investment such as an average of 35.5 percent during 1969 and 1970. 

Because of its negative working capital and virtually negative net 
worth position REA urges that the Board cannot use its normal methods 
of determining rate of return, but must instead consider the opinion 
of an REA expert witness that the carrier must have a minimum of $3.5 
million in order to be able to attract debt and equity capital. This 
vrould be the yield if it were allowed a return of about 15 percent on 
a reconstructed investment base. To REA the crucial point is not the 
precise amount of the rate of return, but the need for earnings of at 
least $3.5 million. REA finds support for its approach in those subsidy 
cases where, because of a carrier's very low investment base or 
negative net worth, the Board has granted a return on a ton-mile basis. 


18 / REA has requested reconsideration of the examiner's ruling which 
excluded the testimony of Dr. Irving H. Plotkin identified as REA-D-600. 
Upon reconsideration, the ruling to sustain the objection to the exhibit 
on grounds of materiality is hereby affirmed. The testimony is a gen¬ 
eralized dissertation on risk and return, prepared by an admitted non¬ 
expert on air transportation, which may be of value as an academic 
treatise the broad aspects of risk and return in industry as a whole, 
but which wakes .i"' material contribution to the disposition of the issues 
here relatitM' to establishment of a fair and reasonable rate of return 
for REA. 

REA cites Aloha Airlines Mail Rates, 38 C.A.B. 57 (1963); Rate of 
Return, Local Service Carriers, 31 C.A.B. 6R5 (1960); Trans Texas Airways, 
Mail Rates, 12 C.A.B. 101 (1950). 
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The Bureau has reconunended a rate of return of 12.35 percent which 
is the amount found fair and reasonable by the Board in Phase K of the 
Fare Investigation for a local service carrier. This return is some¬ 
what higher than that found by the Board to be reasonable for the trunk¬ 
line carriers in hat case and mirrors the Board's opinion that local 
service carriers are exposed to greater risks. Even though the local 
service carriers have access to subsidy support, there is no Indication 
that the Board has adjusted their rate of return downward to account for 
their right to such support. 

The 98:2 debt-equity ratio in 1969 which REA gives as one of the 
reasons for its requirement of the 15 percent rate of return is a para¬ 
mount consideration in the determination of the reasonable rate of return 
REA in this case. With virtually no equity,and debt bearing an 
average Interest rate of nine percent, as shown in Appendix C-2, applica¬ 
tion of the 12.35 percent rate of return amply covers the carrier's 1969 
interest expense of $331,000 allocable to air and yields a return on 
equity of $277,000 which reflects an extraordinarily high rate of return 
on the equity portion allocable to air. 

This extreme leverage is also made possible in part because the 
recommended 12.33 percent rate of return is based on the average cost 
of debt and equity capital of the local service carriers assuming a 
hypothetical debt-equity ratio of 60-^0 as adopted by the Board in the 
Fare Investigation . 

Considering REA's recent history and its record of sustained 
financial losses, whether the rate of return is established at 12.35 
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pi rcL-nt as recomni. ndid by Lhi bureau or al 15 percent as urgid by REA 
is not nearly so important as its ability to re-establish itself in the 
market place and reverse the declining trend of its volume of traffic. 
Whether he intended it or not, REA's president not only admitted REA's 
poor service reputation but linked it in his direct testimony with 
declining sales volume and a loss operation. None of the evidence 
touches on REA's prospects for changing its image of poor service, and 
so long as it persists, it may be expected that its sales performance 
will suffer. In fact, REA's ability to realize its potential also 
depends on a host of other influences such as general economic condi¬ 
tions, the economy and efficiency of management, its competitive position, 
etc. Thus, only if the winds of fortune shift to favor REA will it be 
able to improve its capitalization and prove attractive to potential 
investors regardless of how generous the recognized rate of return. Nor 
shoulo it be overlooked that in certain circumstances a rate of return 
may be so high as to expose shippers to the burden of providing capital 
as well as a fair return for funds actually committed to the enterprise. 

REA s plea for a return of $3.5 million p»-r y»!ar ignores the fact 
that its air express operations constitute no more than about one-third 
of its total express operations and, accordingly, any return related to 
that part of Its total operations can do no more than satisfy the lesser 
portion of its total capital requirements. It is significant, therefore, 
that the fixed charges on REA's debt for its ti>lal system have amountt.-d 
to between $2.5 and $3.5 million over the past few years. REA's fixed 
charges, Including interest expense on debt, are practically the total 
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cost of capital incurred by the entire company. Accordingly the request 
for a $3.3 million return would account for the capital requirements 
of the entire system rather than just the air express portion. 

Moreover, the working capital which has been constructed by R^A 
for purposes of determining a rate of return was developed on the sup¬ 
position that REA should have been earning a return of 15 percent on 
its investment in recent years instead of suffering losses. As a result, 
REA has inflated its Investment base by $25,000,000 of working capital. 
This constructive working capital is not part of the used and useful 
investment of the company; therefore, REA is asking the Board to allow 
a return which would make up for past losses - an approach which it has 
long rejected. 20 / 

Although REA's rate of return consultant regards it as most com¬ 
parable with the air freight forwarder industry for return purposes, 
the only evidence REA has submitted regarding air freight forwarder 
e..rnings has been confined to Emery, which, as it happens, had a record 
of unusually high rates of return in 1969 and 1970, by any reasonable 
standard. Moreover, a single carrier which happens to have the most 
favorable earnings record among the many composing the industry of which 
it is a part cannot be accepted as reasonably representative of the 
capital requirements of REA. 

20/ Chicago and Southern Air Lines, Mail Rates, 4 C.A.B. 419, 420 (1943). 
Since then, the Board has consistently refused similar requests in other 
cases, including that of a local service carrier group as recently as 
the Fare Investigation . Phase 7, mimeo pp. 35-36. 


I 

■I 
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REA did submit statistical tables prepared by Iht- First National 
City Bank showing the net income of leading corporations by class 
according to type of activity for the years 1966 through 1969. The 
most comparable data provided under the transportation rubric was in 
the common carrier trucking, and air transportation categories. In 
1969, the rate of return on net worth for trucking is given as 14.9 
percent and for air transport as 5.7 percent. The listing for each of 
these categories carries the n.^te that due to the large proportion of 
capital investment in the form of funded debt, rate of return on total 
property investment would be lower. 21/ In view of the latter point 
and relying on this raw data only, which was not interpreted or explained 
by any REA witness, it appears that the 12.35 percent return found rea¬ 
sonable for local service carriers is well above the net earnings of the 
air line'i end comparable with the net earnings of the trucking industry. 

Citing REA's heavy dependence on leased property and mindful of its 
distorted debt-equity ratio, the carrier's consultant on rate of return 
proposes that the Board use an operating ratio instead of a rate of 
return on investment to determine the carrier's return element. His 
thesis is that the operating ratio is more suitable for REA and the 
freight forwarders, which have relatively smaller investments in their 
property accounts, than for direct air carriers. For support he turns 
to the practices of the ICC and those state regulacory commissions which 
have allowed mote*- carriers and bus companies a return element geared to 

|i/ REA'S Vice-President of Finance testified that the truckline industry 
IClass I motor carriers) is the one most similar to REA, and has been 
experiencing a rate of return of II percent. 
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the operating ratio. His request for an operating ratio of 95 percent 
modifies REA'S earlier bid for an earnings element based on an operating 
ratio of 90 percent which it included in its justification for the 
suspended rates under investigation herein. In the order of suspension 
(Order 70-7-109), the Board capsulized its views on the propriety of 
this method of arriving at an earnings element in these words: "The use 
of an operating ratio to calculate the earnings element has no- been 
accepted by the Board, which has generally considered that the appro¬ 
priate method of computing an earnings element is in terms of a return 
on investment capital. An investigation would be a proper vehicle to 

determine the appropriate rate of return on investment and other costs 
presented by REA, . . . ." 22/ 

By itself the operating ratio gives no measure of the reasonable¬ 
ness of the return since it is not possible to rely on the operating 
ratio and from it determine whether the investor can have confidence in 
the company's soundness and in its ability to attract capital. Ultimately, 
the investor must look to the rate of return on Investment as the measure 
of the adequancy of earnings. All that the operating ratio does is com¬ 
pare expenses to revenues and indicate what portion of the revenues is 
left after expenses have been accounted for. This ^.ives no clue to 
whether the profit is too high or too low. The chief purpose of the 
operating ratio is to measure the operating efficiency of the companies 
within a given Industry or of a particular company over a period of time. 

Air Express Minimum Charge for Live Animals «„rl 

E-^6^5, February 26, lvb«, the Boaid held that return on invest - 
ment was the appropriate profit element for determining a lawful minimum 
charge for air express shipments of live animals and birds. 
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While the rate of return on investment approach re<juires the di.-ter- 
mination of an investment base and a computation of th<; cost of capital, 
in the final analysis the operating ratio mi-thod does not obviate this 
problem because the true measure of the investor's situation is his 


return on investment. As the decision in Rate of Return. Local-Service 
Carriers explains, 

"Thus, operating on a narrow margin, or with a high capital 
turnover, may present unusual problems, but th*- size of the 
margin or the rate of turnover cannot express the amount of 
the reward without knowl ^ what was ventured. The Investor's 
risk is defined by the amount of the lnvestra<‘nt. If, in 
fact, the venture becomes more or less risky by reason of 
the size of the operating margin or the rate at which the 
c-oital is turned over, the investor may well be entitled 
to a greater or less return on the amount ventured; but th<- 
amount of the return cannot be disassociated from the amount 
Invested. The operating ratio cannot of itself be a yard¬ 
stick of fair profit." 2^1 

In view of all of the foregoing and the evidence of record, and in 
the words of the Rate of Return case, supra . ". . . it is found that 
there has not been established a justification to depart from the nor¬ 
mal and usual practice of relating the profit element to the atm)unt of 
the investment." It is further found that considering the evidence as 


to rate of return submitted by the parties, over the long-term th«? 12.35 
percent rate of return allowed the local servici; carriers in th<! Fare 


Investigation will compensate 
with its air express service, 
returns comparable to rt.-Lurns 
parable risks, and enable REA 


REA f«)r its costs of capital associated 
provide the equity ownt^rs. If any, with 
on Invi'stment in enterprls«-s having ci>m- 
to maintain its credit and attract capital. 



This finding assumes, of course, that REA can surmount the adverse con¬ 
ditions which have led to its unbroken record of losses since 1966 and 
can reorganize its capital structure by, for example, additional 
infusions of capital on the part of its owners. A reasonable profit 
element is intended only to enable REA to maintain its credit and 
attract capital; it is not enough in itself to restore its credit and 
its financial health. lU j 

Future Unit Cost Increases 

REA contends that in 1971 and 1972 its costs will be increased by 
wage and price inflation and that there will be a substantial increase 
in its costs per shipment. Specifically, REA assumes 15 percent pay¬ 
roll increases in 1970 and 1971, as well as overall inflation of 5.2 
percent a year. The air lines dispute this contention as unsupported 
by REA's evidence and as falling to take account of REA's improved 
efficiency during the last several years, or of the adverse effect on 
its unit costs of the suostantial reduction in REA's surface volume. 

At the outset, it is apparent that since REA stated its position, 
the intervention of the national price stabilization regulations, 
effective August 15, 1971 should diminish the inflationary forces 
24 / ($ 000 , 000 ) 

Jan-Nov 

1966 1967 1968 1969 1970 1971 

REA Total Losses .6 12.8 31.5 23.8 13.0 10.2 

2^1 Executive Order 11615; Economic Stabilization Act of 1970, as 
amended. See also Executive Order 11627, October 15, 1971. 
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REA mentions. Moreover, REA's new management has succeedicl to some 
extent in its goals of improving efficiency through various systt'in- 
wide economy m<*asures, Ihi' «'vidence as to thi' inefficiency of pri«)r 
management and th»? iifforts of current managem<‘nt to improve efficiency 
and economy, such as the reduction t.f personnel from 21,()()() in 196K to 
17,600 in 1969 with a payroll saving of $2H.7 million in 1969, added to 
the other economies in claim costs, inventory procun^nent and mainte¬ 
nance indicate a likelihood of at least constant, if not decreasing 
operating costs. There have been substantial declines since 196H in 
total man-hours, and a slight decrease in labor cost per piece from 
1969 to 1970 despite wage increases. While REA contends that increased 
piece productivity did not offset higher payroll costs because the pay¬ 
roll cost per shipment increased from $4.HO t<» $5.27, or almost ten p.-r- 
cent between 1969 and 1970, the total cost per shipment in 1970 increased 
only two percent as compared wi* , the ^9 pc^rcent increase in total cost 
per shipment between 1966 and 1969. 

The record sustains the air line view that the increase in REA 
cost per air express shipment from $4.73 in 1966 to $7.04 in 1969, 
according to the REA exhibits, was due primarily to a decline by more 
than half in total REA shipments. By c«)mparison, air shipments declined 
seven percent between 1966 and 1970. The inevitable result of the con¬ 
traction of overall traffic volume was an increase in unit costs. 

3'itween 1969 and 1970 the decline in surface volume strongly 
affected overhead expt-nse. The: air lines allege that btitween 1969 and 
1970 REA allocated $3,H10,000 imjr«- overhead expense to air, and, th<fr«for«', 
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that the ratio of overhead to direct expenses increased from 18.5 p«T- 
cent in 1969 to 31.^ percent during the last half of 1970. 

REA has not successfully negated the foregoing evidince except as 
it has been able to explain about half of the total increase of 
$2,970,000 in general overhead expenses which it has identified as 
occurring in 1970 as compared with 1969, Moreover, the testimony of 
its president, which it refers to as repudiating the reliability of 
the company's 1966 accounts and any comparisons with 1966 operating 
results, is hardly responsive since the cost and volume trends per¬ 
sisted until 1970, and throughout about half of the period since new 
management took over in 1968. 

In view of the evidence of record, particularly the efforts of 
the current management to achieve efficiencies and economies, and the 
recently introduced influence of the government's price stabilization 
program, REA's projected unit cost increases in 1971 and 1972,based 
on claims of wage and price Increases,cannot be accepted. 

THE AIR EXPRESS COSTS OF THE AIR LINES 
Capacity Costs 

Allocation of combination aircraft capacity costs 


Generally, capacity costs are related to distance and Include 
expenses such as direct operating costs, aircraft servicing, and asso¬ 
ciated overhead. To determine the capacity costs of air express carried 
on combination aircraft the parties have had to make two successive allo¬ 
cations. First, they had to divide total aircraft capacity costs between 
the passenger and cargo compartments, and then allocate the cargo 
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conipartiiuTil capacity costs aiiKinf; the various car^o traffics. Thoro is 
no dispuli- among Iho part i»s that total capacity costs should b.- alh.- 
catid bctwoi.n passenger and cargo traffic on the basis .if th.- r. lative 
available space in the aircraft devoted to the transportation of 
passengi-rs and carg.i resp.ct i ve I y. For the most part, the parties have 
based Ih.-ir compulation of capacity costs on the methods us.d by th.' 
Hur.'au in Phase 7 .if the Fare Invest ig<u i.in which h<ave b.'i-n accepted 
by the B.iard in its decision in that case, bxcept for the air lin.-s, 
the parlies allocated combinati.in aircraft capacity costs on the basis 
of the ratio of passenger compartm.nt plus baggag.' spac- to cargo emn- 
parlnii'nl minus baggage space. Ih.' <air lin.'S alloc.tt.'d capacity costs 
tin ihe basis .if ih.' ratio of availabl.- space in t h.' passenger comparl- 
m.-'nl L.i available space in Ihi- cargo comparl iii> ni ; th.'n they included 
the space occupied by baggag.- with th.* space occupiid by th.- other cargo 
traffics f.ir th.' purp.ise .if allocating cargo coiiipart iiu'nt capacily costs 
among all baggage, fr.ilghl, express,/ind mail. 

Ihe method of allocating capacity costs li.iwi'en I h.' p.isseng.'r and 

cargo c.impart s f.ill.iw. d by the lUi/ird in Ph is.' 7 .M the Far.' 

invest igai ion , as appli.d by th.' air lin.s has I..'. n adopt .d by ! h.' 
examiner h.'r.'in as the b.rsi availabl.'. 

Ih.' abi l ity .if air .'Xiir.'ss i.i iii.i-i lull costs 

Exc'pt for KKA, all th. p.irt l.s which h.iv. at i .'mpl .d to cost aii 
expr.'ss sirvic' - th.' air lin.'s, AFFA and tin biii.au - cont.iid that it 
is capable of, and should b.'ar full costs, aii<l, 'ici'.ii d i ng I y, that t h.' 
all.ication of costs to air <'X|)r.'ss should be on .1 joi nt-pt.idiici basis. 
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On the other hand, REA supports an allocation based on treating air 
express as a by-product of combination aircraft service, and cites the 
position of the combination carriers, except American Airlines, in the 
Fare Investigation, supporting the by-product or revenue-offset method 
of allocating costs between passenger and cargo services. Agreeing 
with the carriers, the Board in that case decided to cost combination 
aircraft cargo traffic as a by-product of the passenger service. 

REA objects that the air lines are guilty of playing a shell game 
because the result of arguing for the revenue-offset method in the Fare 
Investigation was to produce maximum passenger costs while a joint- 
product allocation would yield the maximum possible express costs in 
this case. According to REA the use of joint-product costing here 
shifts about $68.9 million of expenses from the passenger category to 
cargo. This means in turn $3.6 million additional air express expenses. 
Under the Bureau method the by-product allocation would reduce air 
express capacity expenses by $5.1 million and under the air lines' 
method by $5.9 million. 

The air lines, AFFA and the Bureau read the Board's opinion in the 
Fare Ipvestigatiop as conveying the clear intent that express traffic 
bear a fully allocated share of capacity and noncapaclty costs. REA 
protests,however, that the opinion means that air-line air express costs 
should be determined on a basis consistent with the by-product or 




43^(a) 


revenue-offset method used by the Board in that case. 26/ 

What the Board Intended on this point is clear *nough from its 
"Summary of Tentative Conclusions" in the Phase 7 Fare Investigation 
opinion. There the Board said (at page 9) that it had decided to 
adopt a by-product method of allocation "primarily because the amount 
of costs which the freight service can recover from shippers will not 
be ascertainable until completion of the Domestic Air Freight Rate 
Investigation. Docket 22H59." Considering this statement, along with 
the view in the disputed paragraph reproduced above that questions of 
allocation "should properly be decided in the context of the freight, 
express and mail rate investigations . . . recently instituted", makes 
it apparent that the costing method adopted in the Fare Investigation 
was not binding on other proceedings still to be tried and decided. 
Since, as the record in this case demonstrates, air express traffic can 
bear its fully allocated share of jointly Incurred costs, it should do 


26/ The disputed language follows: "The issues raised by proponents of 
both revenue-offset and joint-product costing of passenger service 
Involve complex questions as to the appropriate approach to the costing 
and pricing of cargo services in combination aircraft. In our judgment, 
such questions should properly be decided in the context of the freight, 
express, and mall rate investigations that we have recently instituted. 
Although we have no reason to believe at this time that mail and express 
rates cannot cover a fully allocated share of capacity and noncapacity 
costs, the freight rates do not now cover fully allocated costs in com- 
bin»tion services and there is a substantial question as to whether 
freight rates can realistically be established at a level that would 
cover fully allocated costs. If freight cannot In fact bear a fully 
aPocated share of jointly incurred costs, then it is obvious that the 
remaining por*^icn of these costs must be borne by other traffic, prin¬ 
cipally passengers. We cannot resolve that issue on the basis of the 
record in this case. In tnis connection, we take note of the fact that 
much of the freight rate structure is promotional and fixed below full 
costs at a level designed to attract traffic which would otherwise not 
move."(Phase 7 mimeo op., pp. 43-46) 
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so. Moreover, as explained later, this conclusion is compatible with 
the Board's decision in the Fare Investigation . 

As distinguished from freight, which the Board seriously doubts 
can sustain fully allocated costs, air express is a priority strvice 
marketed as such, and capacity is provided for it in accordance with 
the demands of that priority. The record shows that express, like mail, 
is accounted for in the scheduling of the carriers and on occasion it 
requires additional schedules in order to meet demand. Unlike freight 
or nonpriority mail, it cannot be handled at the convtjnlence of avail¬ 
able capacity. 

The argument of REA that combination aircraft belly load factors 
are lowland that, therefore, the air express priority has no actual 
relevance overlooks the pattern of air cargo movement. The prime time 
for the carriage of mail, express and freight is at night when, as 
contrasted with daytime, combination flights, which are generally 
responsive to the demands of passenger travel, are substantially reduced. 
As a result, nighttime combination aircraft belly load factors are 
entirely different from those during the day when most combination 
aircraft capacity is offered, but when the least amount of cargo traffic 
is available for transportation. 

Finally, there is no evidence that the air (express service cannot 
bear its full share of Joint costs. In fact, the lawful rate levels 
determined later herein, which are based on joint costs, afford REA a 
favorable competitive posture. 



Allocation f>f cargo capacity costs 
Allocating by space or weight - The several parties are ranged in 
a profound dispute with REA over the aporopriate method of allocating 
cargo capacity costs among the various cargo traffics. While the other 
parties have used relative space occupied to allocate cargo capacity 
costs, kEA insists that because combination aircraft cargo compartments 
and all-cargo aircraft are seldom fully used, the proper allocation 
method should be based on relative weight. It is not inconsequential 
to one of REA's ultimate alms in this proceeding - to minimize the air 
lines' division of revenues - that by using its method of allocating 
according to revenue ton miles, it arrives at air express capacity 
costs of $21.5 million in 1969, or about $ll million less than the next 
higher estimate of $32.6 million made by the participating carriers 
under the relative space method adopted from the Fare Investigation . 
Thus, while the other parties allocate about eight percent of the total 
capacity costs of freight, express and mall to express, REA allocates 
just over four percent. 

Until its decision in the Nonpribritv Mail Rates Case 27 / the 
Board had made allocations of capacity costs generally on the basis of 
revenue ton miles 28/ or on the basis of weight and space 29/. In the 
Nonpriority Mail Rates Case the Board concluded that "the primary 
significant physical limitation affecting capacity is space rather than 
weight", 30/ and relied on relative space to arrive at its allocation 
22/ Orders 70.4-9, 70-4**0, April 2, 1970. 

28/ Domt'stic Trunklines, Service Mall Rates, 21 C.A.B. 8, at 37 ( 1955); 
American Air. et a^.. Mall Rates, 14 C.A.B. 55K, 571 (1951). 

^/ Oomestlc Service Mail Mate Investigation, Order £-25610, August 28, 
1^67 a 

JO/ Supra , note 27, mimeo op., p. 9. 
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of cargo capacity costs among the various types of traffic. Most 
recently, the Board has applied this method of relative space alloca¬ 
tion in the Fare Investigation . 

The types of aircraft which were included in the aircraft flight 
study underlying the Board's conclusions in the Nonprlorltv Mail Rates 
Case that today's aircraft are space, rather than weight limited, are 
similar to those being costed in this case. Under the circumstances, 
the evidence supports the finding that cargo capacity costs should be 
allocated on the basis of relative space, and,therefore, that the 

relative densities of the cargo traffics must also be reflected in the 
costing. 

One of REA'S major arguments against adoption of a space method 
of allocation is that combination aircraft cargo compartments and all¬ 
cargo aircraft are being operated at very low load factors and are 
seldom full. But neither a space nor weiglit method should be determined 
by actual load factors but rather by whether flights tend to use up 
space before they become weight limited. Actual load factors are not 
controlling where unused space,as well as used space,is being charged 
to the various traffics. 

REA'S support of load factors as the key element in the choice of 
a weight basis for allocation of costs to cargo traffics is consider¬ 
ably weakened by the tact that, like the other parties, it has allocated 
capacity costs between passengers and cargo in combination aircraft on 
a space basis despite the relatively low passenger load factors experi¬ 


enced by the air lines since 1969. 
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Ncu- is REA'S conLi-ntinn that capacity csls art- rt lal.d t.. w. i^hl 
because th*- cest of moving aircraft is weight relat.d any more persua- 
sive. The ividence offered to sustain this allegation involved a tom- 
putation that fuel cost was highirr for an aircraft with belly pit 
loaded with high density surface mail than f..r .)ne filled with lower density 
air express. While wiiight influences the ciist of fuel, it is only one 
of the factors to be considered anti, acct)rdlng to the record, has a 
relatively insignificant impact on operating costs as compared with 
other types of costs such as pilot pay and maintenance. 

Upon consideration of the contentions of REA, there appears to be 
no persuasive evidence or argument to warrant reversion to the earlic;r 
relative weight method of allocation recently discarded by the Board 
as outm«>ded in view of the characteristics of jet aircraft. 

Density weighting - As noted above, adoption of the relative space 
method of allocating capacity costs necessitates consideration of the 
densities of the several cargo traffics. To this end, the air lines 
undertook at the prehearing conference to havi- American, Eastern, IWA 
and United conduct a survey of the stowed density of air express at 
eight major terminals. The survey, conducted throughout one week in 
the latter part of November 1970, was designed to yield a maximum of 
eight stowed receptacles a day at each of the eight stations. The mean 
density of air express determined from all the observations was found 
to be 7.60 pounds per cubic foot. REA's separate survey of air express 
dockside density, completed in only two days, produced a weighted average 
dockside density of 12.5A pounds per cubic foot. 
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As a supporter of the relative weight method of allocation REA is 
opposed to inclusion of a density factor on conceptual grounds alone. 
But it also has other objections to the densities used by the other 
parties. Thus, it contends that there are no current density stuaies 
for any of the cargo traffics except air express.and that it would be 
a denial of due process to apply to this case either the old density 
data and weightings or the priority weightings used in the Nonprioritv 
~ -ll earlier cases because it was not a party to those 

cases. Practical considerations of time and expense dictated the 
decision not to repeat density studies made in earlier cases and relied 
on by the Board. Although it was on notice from the outset of this pro 
ceedlng that the other parties would avail themselves of the prior 
findings of the Board as to density and priority, REA did not attempt 
to provide any evidence in repudiation of those findings or to show 
the unreliability of the particular density or priority weightings used 
or to offer substitute weightings. It has simply opposed their use in 
any form. However, REA cannot now sustain its opposition to the pro- 
cedure arranged at the prehearing conference without objection by any 
party, including REA. Since it has had ample opportunities to question 
the validity of the density and priority weightings in this case but 
failed to raise a timely objection, there has been no denial of due 
process. Under the circumstances, REA'f. objections are hereby denied. 

REA has also criticized the way in which the air lines performed 
their density study, but these objections are hardly material. For 
example, they relate to disputed claims that some of the loading at 
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one station involved selection of pieces; that a particular scale at 
another station had not been recently inspected; and that a container 
was weighed with a knob stuck on the scale. These are Insignificant 
objections as compared with the fact that REA measured docksid«* density 
rather than stowed density and deviated from the basis of the density 
tests for other classes of cargo conducted in prior proceedings and 
accepted by the Board. Clearly, it would be inappropriate to allocate 
express costs on the basis of the dockside density used by REA while 
allocations of other traffics are predicated on stowed densities. 

In view of all of the foregoing,the mean density factor of 7.60 
pounds per cubic foot, which represents the highest of the density fac¬ 
tors determined by the carriers in their survey,is found to be supported 
by the evidence and is, therefore, adopted herein for determining air 
express capacity costs. 

Priority weighting - The Board made clear in the Domestic Servict- 
Mail Rate Investigation , that it considers priority weighting an im¬ 
portant element in allocating capacity costs: * 

"The fact that there may be few Instances in which freight 
or passengers have been offloaded to accommodate mail does 
not lead us to the conclusion that the priority accorded 
mail has no cost effect. It is not often n»*cessary to off¬ 
load other traffic, because the carriers have generally 
made adequate capacity available to accommodate all anti¬ 
cipated traffic, Including airmail, which is accorded a 
traffic priority. That costs are associated with making 
this capacity available is indisputable. We believe that 
the various types of traffic should bear a share of these 
costs related to the priority given them . . . ." M/ 


31/ Order E-25610, p. 6, August 2H, 1967. 


As t!Xplciint*d in Lhi' Ni>npriiM‘i ly M.i i I K«it fs C iist*, i he purpitsr 


priority woighling is: 


"• • • dt‘1 o rnii ni“ the shaif of cargti viipafilv cosl s ih.il 

should bi' bi'ino bv o.ich ivpo of traffic. Absi nl a pi u rily 
weighting all typos of traffic woi:ld boat a fill shar. of 
costs. Basically, tho woighiing roflccls a judgim’ni as to 
the allocation of tho costs of unusod capacity. 'I'ht roforo, 
to tho extent that capacity noid not bo made available for 
a particular class of ir.iffic nor bo pnwidod on an urgent 
or expedited basis, it appears that such traffic cri^aii’s 
less costs than thi* traffic for whit'h space niust bo mad* 
available, or which must bo acconmiodatod at ci-rlain times." 32/ 


Thus, the priority weighting ri‘Cognixi's the naluia- of ihi* demands made 


by the sev**ral cargo traffics on both used and unusod capacity. 


The evidence in this case r»‘V*'als h»)w tho priority with respect 


to air express operates. As a United witness testified, thi-re is a 


policing system to enforce the priority,and the carriers have made ade¬ 


quate capacity available to accommodatt- the anticipated 110 percent of 


normal express volume along with baggage and air mail, the two other 


forms of priority cargo. In addition, certain flights which carry 


large volumes of mall and express are restricted against freight exci-pt 


on a spate available basis, 


Arguing that there is no evidence in the record chat air carriers 


incur any additional cost as a result of the priority accorded air 


express, REA insists that once a piece of cargo has been stowed in an 


aircraft the priority to which it is entitli*d has been exercised and 


any ost eff-rt of that priority has been felt. But the latter argu¬ 


ment overlooks the Et)afd'*- conclusion in the Domestic Service Mall 


32/ Orders 70.A-9, 70-4-10, April 2, 1970. 
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Rate InvestlRatlon . supra , that It is "indisputable" that there are 
costs associated with making capacity available to accommodate all 
anticipated traffic including the cargo traffics accorded a traffic 


priority. The fact that, to REA's concern, none of the other parties 
which rely on priority weightings put a money value on the cost asso¬ 
ciated with the priority weighting simply bears out the Board's finding 
that this is a judgment factor. But the costs are there nonetheless^ 
and must be accounted for, as the Board has repeatedly held. 33/ 

As for REA's contention that it is unfair to assign the same 
weighting factor to express as to baggage and air mail since express 



has the lowest priority of all, it is conceivable that gradations in 
the weightings to reflect the order of priorities assigned these cargo 
traffics cou'd be adopted. However, there is no evidence in the record 
regarding a more precise priority weighting for express^ accordingly, 
no attempt will be made to revise the priority weightings heretofore 
assigned baggage, air mail and express. 

REA also complains that air express has become the traffic on which 
most of the shifting of costs from other traffic has been loaded. REA 
has described this as a shell game. But ps REA's own figures show 3^/, 
the claimed "shift" is predicated on a bootstrap argument. Thus, it 
compares what it calls "real costs", namely, costs based on revenue ton 
miles, with the Bureau assigned costs, and concludes that the 55 percent 

22/ Nonpriority Mail Rates, supra , pp. 14-16; Domestic Service Mail Rate 
Investigation, supra , pp. 6-7; Domestic Trunklines, Service Mail Rates, 
21 C.A.B. 8, 37 (1955); and American Air. et al.. Mail Rates. 14 C.A.B. 
558, 572 (1951). - 

2£/ See table on page 35 of the REA reply brljf. 









increase in express costs and 60 percent decrease in nonpriority mail 
costs demonstrate that the assignment of weightings is suspect. The 
comparison is inapposite mainly because the methods of determinii^g the 
costs are substantially different. Moreover, the difference is rooted 
in a complex of findings made by the Board in prior cases as to how 
the cost of cargo traffics should be arrived at. Vfhile its revenue 
ton mile costs may be "real costs" to REA, unless the Board's deter¬ 
minations in the recent service mail rate cases are to be disregarded, 
REA's "real costs" are not consistent with either the nature of the 
cargo traffics or the way in which they are moved in air transportation. 
The recognized stowed density of nonpriority mail is 2^s times that of 
air express. Nonpriority mail moves on a space available basis as com¬ 
pared with express which has a priority over both freight and nonpriority 
mail. In sum, REA's comparison is wholly untenable. 

Finally, although it appears that REA sees them as such, boarding 
priorities alone are not the reason for assigning a share of capacity 
costs to the various cargo traffics. As noted earlier, the priority 
factors are a Judgmental recognition of the allocation of the costs of 
unused capacity as well as used capacity. These traffics should be 
charged with capacity costs as closely related as possible to their 
respective rights to demand the use of capacity. 

Accordingly, in addition to the stowed density of 7.60 pounds per 
cubic foot found reasonable for air express, the priorities assigned 
to the various cargo traffics by the Board in the Nonprlority Mail 
Rates Case ere found appropriate and are adopted herein. 








Conclusion 


In view of all of the foregoing and the evidence of record, it 
is found that, recognizing the ability of air express to meet a full 
share of costs and employing a relative space method of allocating cargo 
traffics adjusted to reflect density and priority weightings, $38,673,000 
of capacity costs should be allocated to air express in 1969, and 
$33,622,000 in 1970 (Appendix D-1). 

Noncapacity Costs 

Noncapacity costs include ground handling costs, reservations and 
sales, advertising and publicity and other costs related to processing 
the traffic through the terminals. The parties' estimates of the air 
lines' nonCapacity costs of transporting air express leave them split 
along the same lines as did their calculations of air express capacity 
costs. Again, REA Is the lone proponent of a costing methodology vhich 
produces air-line costs equivalent to only a small fraction of the costs 
determined by the other parties. Thus, REA estimates that air express 
noncapacity costs were $3.6 million in 196? as compared with the esti¬ 
mate of $20 million made by the participating air lines. The AFFA and 

Bureau calculations are closely similar, and about four times as high 

as the REA estimate. The wide spread between the REA estimate and the 
others stems not only from different costing methods, but also from 

N 

opposing Interpretations of the evidence as to the respective functions 

of the air lines and REA in the handling of air express. 
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Reservations and sales expense 

The air lines claim $915,000 of reservations and sales expense t)n 
the basis of an allocation of such expense to air express in proportion 
to revenue after assigning all property commissions to freight. They 
acknowledge that express sales expense is somewhat less than freight 
sales expense in proportion to revenue. On the other hand, they assert 
that reservation expense is understated because the cargo reservation 
system is required by the priorities exerted by mail and express. The 
director of mail and express for American Airlines and the manager of 
mail and express system sales for United testified about some of the 

I 

sales activity of their respective staffs on behalf of express. In the 
case of American the testimony indicated a staff of ten Involved in the 
sale of mail and express and an opinion that 30 to 40 percent of their 
time was devoted to air express. The United testimony was somewhat 
less specific as to the air express sales efforts of United's cargo 
sales representatives. TWA's vice president-cargo marketing testified 
that at Kennedy airport TWA has three men involved with the sales side 

of mail and express and that at least one-third of their time is devoted 
to air express. 

The air lines' consultant testified, "we know that the air lines 
spend money on reservations and sales for property. That is a reported 
figure, . . . ." True enough, but the record simply will not sustain 
a finding that $915,000 should be allocated to air express reservations 
and sales expense. Western is the only carrier which responded to the 
Bureau's information request addressed to all the carriers for reserva¬ 
tion and sales expense assignable to air express service. The aisount 










was no more than $17,000. and it turned out to be assigned as commissions 
on property while the air line consultant directIv concerned was not 
aware of any commissions on air express paid by Western or by any other 
carrier. Moreover, the allocation used by the aii lines is based on the 
assumption that they spend as much for sales and reservations per dollar 
of express revenue as they do per dollar of freight revenue even though 
they admit express sales expense is relatively less. Nor is there any 
other evidence which supports a finding based on judgment as to what a 
reasonable allowance would be for reservation and sales expense. In 
view of the failure of the air lines to identify air express reservations 
and sales expense or to provide any reliable basis for a reasonable 
allocation of such expense, no such allowance will be made. 

Traffic servicing expense 

"^caffic servicing expense is the single larg^'st element of non¬ 
capacity costs, and, in this case, also the most controversial. The air 
lines estimate that their traffic servicing expenses totaled $18.2 million 
in 1969. This estimate derives from an allocation which starts with the 
total property traffic servicing expense of $326.6 million, deducts from 
that $48 million covering costs assignable to freight, and assigns 6.53 

percent of the remaining cost pool to express on the basis of relative 
mar hours. 


The air lines maintain that express handling is materially differ¬ 
ent from freigiiL handling and that these differences account for the 
high cost allocation to aii express. As evidence of the costliness of 
handling express they cite the small volumes of air express, the need 












to handle it on a priority basis and transport it quickly and frequently 
throughout the day between the air express facility and the aircraft 
parked at the passenger terminal. They consider the latter transfer 

procedure, rather than the loading and unloading function, as the most 
costly. 

They list as additional cost disadvantages of handling air express 


as compared with handUng freight the greater distance which must be 


traveled by air express because at major airports the express facility 
is located at some distance from the passenger terminal where the com¬ 
bination aircraft is loaded whereas freight is usually loaded right at 
the freight terminal; the inability of air express to share the 
economies of containerization; the need to load air express first and 
unload it last; and the fact that the air lines must handle the 39 
percent of the air express movements which «»ccur at thi* ^23 airports 
where REA has no office or has personnel only p.irt of the time, without 
a regular airport office. 

The air lines stress, too, that the average pounds and pieces of 
air i;xpress loaded per flight are much smaller and, lh»-refore, imtri- 
costly to load than freight. 

The air lines reject the use of traffic units such /is tons enpl/ined, 
pieces or shlpimints f«)r alloc.illng air express li.affic s»'rviclng expense. 
lhi;y prefc:r an allocatitm b/ts«‘d on rel/itive man hours bec/iuse they con¬ 
sider it im/st closely relat«rd to the p.culi/u handling char.act eri st its 
of express. Asserting that labor accounts for .ilxnji M(l percent of tot.il 




















servicing expunsuj the air lines deem relative man~hours an 
allocation measure directly related to this major cost, and the only 
way to measure such a cost causative factor as the high frequency trans¬ 
portation of small quantities of express to and from the aircraft. They 
ascribe to it the further benefit of accounting for differences in den¬ 
sity and priority so that no separate adjustments are needed to reflect 
them. 

AFFA estimates the 1969 air-line traffic servicing expenses at 
$17 million. It allocates a portion of the total air-line traffic ser¬ 
vicing cost pool as determined in the Fare Investiaation to air express 
on the basis of the space method. In addition,it has applied the 
priority and density adjustments recognized by the Board in the Non- 
prtorit y Mail RatesCase with respect to capacity costs. 

AFFA is apparently much impressed by what it calls "the most 

revelation on this record", namely, the involvement of the 
air lines in the ground handling function for air express which it 
describes as "great" even at the 35 cities where REA has exclusive 
air stations. It concludes that since air express consists mainly of 
small packages handled unassembled in an expedited manner, air-line 
ground costs are very,high. While it has used a different approach 
for costing the air lines' air express ground services, AFFA endorses 
the air lines' manpower survey as an allocation device. But it also 
urges that, in pricing the air lines' air express ground services, the 
results derived by the manpower study should be further increased to 
give full recognition to priority. 
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REA has arrived at its low esllmale of $3.f)7 million of air i-xpr* ss 
traffic handling expense by allocaling the pool of ground-incurced costs 
on the basis of relative tons enplaned, weighted to reflect its consul¬ 
tant's judgment of the differential between the air-line ground servicing 
costs of freight for which the air lines are regarded as performing all 
functions, and express or mall for which they are regarded as perft)rming 
only a minor part of ground functions. REA emphasises that while the 
air lines do all the work for frt^ight, for express they perform only 
the functions of loading and unloading the aircraft and of transporta¬ 
tion between the REA facility and the aircraft. The consultant's 
weighting was based on his judgment that the air-line incurred traffic- 
related cost for a ton of express or mall is 25 percent of the average 
of freight, express and mail (FEM) c«)st p<rr ton. In this way he deter¬ 
mined that express costs per ton are 16.6 percent of freight costs. 35 / 
Referring to the provisions of the Air Express Policy and Opera¬ 
tions Manual of the Joint Cjmmittee for Air Express, REA argues that the 
only responsibilities of the air lines for traffic servicing of air 
express are the receipting of the manifest prepared by REA, picking up 
and delivering air express at the airport office, and transfer to and 


35 / Because of a misapprehension as to thir air lines' claim that th«;y 
incur an equal share with REA <jf ground handling labor costs, REA has 
made an estimate that the air lines bear no more than 20.1 percent «)f 
the total ground costs. in REA's view thr* difference between its esti¬ 
mate and the air lines' would merely increasi: its own estimate of total 
air-line incurred ground costs of $3.67 million by $771,000. But REA's 
version is erroneous in that it involved a split between freight and 
air -xpress costs, rather than between the air lines' and REA's labor 
requirements at tht; airport for air express. The air lines object that 
they do not equate the ground handling costs of air express and freight. 
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from REA tripper trucks at air-line airport facilities. At airports 
where REA does not have field offices, REA admits the air lines accept 
traffic from the public and perform the necessary related functions but 
contends that no more than four percent of total air express traffic is 
handled this way by the air lines. 

The Bureau leans toward the REA version of how the air lines and 
REA divide the traffic servicing functions. It sees only a small por¬ 
tion of the total express traffic as being handled directly by the air 
lines with the shipper or with an interlining direct air carrier. It 
attributes most of the air-line cost of handling air express on the 
ground to the loading and unloading functions. And because express 
shipments are loaded and unloaded by hand, it considers the loading 
end unloading functions as primarily related to the actual physical 
pieces of cargo; therefore, it has concluded that pieces should be used 
as the basis for the allocation of traffic servicing expense to express. 

By reference to certain TWA and American data, it has determined 

thi.t 36 percent of the total traffic servicing expense pool 36/ is 

directly assignable to freight traffic and the remaining 64 percent 

is allocable among freight, express and mail on the basis of relative 

pieces. ^/ Including return and taxes, the Bureau estimates air-line 

traffic servicing expense in 1969 at $16.7 million. 

_36/ The Bureau used a FEM traffic servicing expense pool containing 
•;os s incurred by the air lines for receiving, documenting, accounting, 
warehousing, I'ttiJfng and unloading of cargo. 

22 / The Bureau has eliminated the weighting in its direct exhibits for 
shipment costs which used tons as a proxy and has thereby increased the 
amount allocated in 1969 from $13.5 million to $13.8 million, before 
return and taxes. 


r 
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AFFA is the only other party to accept the results of the air-line 
survey. It has been rejected by the Bureau, and challenged in almost 
every respect by REA which condemns it as erroneously conceived, sta¬ 
tistically unreliable, built on hearsay and, accordingly, of no proba¬ 
tive value. 

Of the various allocation mc'thods proposed by the parti«‘S, the 
concept of relative man-hours appears to be the best measure of the 
costs to the air lines of handling air express on the ground. Perhaps 
more important from the viewpoint of the air lines, it also has the 
appeal - as they have applied it - of yielding more air express traffic 
servicing costs than the traffic units of measurement, such as relative 
tons or pieces. Unfortunately, though sound conceptually, the relative 
labor method as designed and carried out by the air lines is too seri¬ 
ously flawed to be acceptable. 

Specifically, the air lines have tried tt> estimate hours spent 
on express traffic by allocating man-days spent jointly on express 
and one or more other cargo traffics in the same proportion as man- 
days spent exclusively on express bear to man-days spent exclusively 
on express and one or more other cargo traffics. Thus, the computa¬ 
tion is based on the assumption that Joint labor man-hours should be 
assigned by a percentage distribution of the exclusive manpower assign¬ 
ments. However, there was no evidence whatever tt) relate the 
method by which the assignment of joint hours is made to express to 
the assignment of exclusive hours. Any employee who spent some part 
of his shift, no matter how insignificant, »>n air express was counted 
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in the jointly assigned pool in the same proportion as the allocation 
of exclusive assignments. Any errors of exclusive assignments were 
magnified through the assignment of joint hours. This in itself is 
found to be a fatal defect in the design of the survey. 

In addition to the above fault in design,the execution of the sur¬ 
vey was also materially defective. For example, the survey gave no 
instructions as to what part of an employee's time had to be taken up 
with a particular task before he could be reported as jointly assigned. 
Besides, the manpower assignments were reported only by shifts, and the 
reporting assumed each shift to be eight hours. Accordingly, a part- 
time employee was credited with a full shift, and one who worked an 
hour or two overtime was credited with two full shifts. The instructions 
also permitted the double counting of express from Interconnecting 
flights. 

In the course of cross-examination a substantial number of other 
errors of execution were disclosed. These reflect mainly the lack of 
controls over the conduct of the survey in the field. In scores of 
station reports, there were such errors as failing to assign cargo 
employees to the other cargo traffics besides express. There were a 
number of duplicate counts of employees, and overstatements of the 
number of employees actually working at some of the stations. The most 
glaring example appears to be the report of Delta Airlines at Atlanta 
showing over 600 cargo handlers for each of the seven days of the 
survey week. Again, the report for Delta at Deti^oit lists 32 cargo 
handlers as assigned exclusively to express, while only 15 men were 
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assigned to handle all freight and mail and mtist baggage. 

The list of errors of various kinds is very long, tnough in fact, 
to draw the admission of the air lines that errors were made in the 
reporting and tabulation of man-hours. Apart from reporting errors on 
the underlying forms, they admit two errors in principle. The first 
is the assignment of all man-hours at smaller stations to property and 
none to passengers. They would have all such reports eliminated. The 
second error admitted was the failure to assign a portion of property 
man-hours to baggage at some stations. This would r«!quire a realloca¬ 
tion of man-hours to recognize the baggage function. Still, the air 
lines are satisfied that the very large size of the sample they conducted 
offsets the errors to a considerable extent. Since only six percent of the 
stations surveyed were affected by the errors uncovered, and these related 
to only five percent of the express handled during the period tabulated, 
they contend that the survey is reliable enough. On the other hand, it 
seems more reasonable to conclude from the evidence that the errors actu¬ 
ally identified were indicative of a number of other errors of like kind 
which were never actually picked out of the record for lack of time. 
Therefore, the percentage of express traffic affected by errors was 
probably greater than that claimed by the air lines. Moreover, the air 
lines have failed to address themselves to the basic flaw in the design 
of the survey. In view of the foregoing and all the evidence of record, 
it is found that the air lines' manpower survey is unreliable for the 
purposes of the Intended allocation. 

No less questionable is the conclusion of REA's consultant that, in 
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his judgment, formc^d froi.i his obs* rval ions of cargo handling at Washington 
National Airport, the air lines* handling of tfxpr»ss amounts to only I*? 
percent of the workload needed to handle freight. REA insists that its 
consultant has made allowances for costs besidt^s loading and unloading - 
e.jg., transfer to and from the aircraft, documentation, etc. - but the cost 
he ultimately determined is only $17.9H per ton or 16.6 pr^rcent of the 
freight cost. On the other hand, according to a United engineering 
study which the REA consultant referred to favorably,at O'Hare Airport 
the ground cost of handling an enplaned ton of express in 1970 was 
§6S.94, It appears that REA has reached such low express ground handling 
costs by relying on various statistical studies which relate to the 
handling of freight on all-cargo aircraft at the freight terminal which 
have no relation to the problem of the ground handling expenses of air 
express. 

Until the Bureau first proposed allocation by pieces in its brief, 
it had followed the same allocation method it had supported in the 
Nor.priority Mail Rates Case ; that is, it distributed total FEM costs 
by relative FEM tons. It shifted to the piece method because it con¬ 
sidered it the best way to measure the loading and unloading function 
which it views as the main source of air-line ground handling costs 
of air express. H;)wevt:r, tht; Bureau's version ignores the objections 
raised by the Board to a piece-wt:ight method urged by iWA in the 
D(jmes>ic Servic t "^ail Rates Investigation and the Nonpriority Mail 
Rales Case . The Btjard r<.jeeted the iWA proposal, giving as one reason 
the failure of TWA to offi r evidence showing the relationship of pieces 
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to pounds, and how costs n-spond to thr two factors. Hy switchini; 
from a relative tons enplaned method to a piece method i i h< dost 

of the hearing in this case, the Bureau foreclosid an examination on 
the record of the merits of its new proposal, and, at tlie sam tiini , 
left the record bare of any evidence as to how its jiieci- method r< fleets 
the cost causative factors of air-line express ground handling. Thus, 
there is no evidentiary support for the Bureau's claim that its nev. 
method is a more reliable measure of traffic servicing expenses than 
relative tons enplaned whi'ch has been the traffic unit of allocation 
long accepted by the Board. 

The Bureau's method of arriving at the pool of common expenses also 
represents a departure from its original position in the case. This 
departure is predicated on exhibits submitted by American and TWA in 
the Fare Investigation . Without attempting to trac< here the intrica¬ 
cies of the Bureau's handling of those exhibits, suffici it to say that 
because it has regarded the air lines' cost of handling express traffic 
as largely a loading and unloading function, it has isolated certain 
costs which it deemed to be freight costs and determined that these 
were 36 percent of the loading and unloading costs. But instead of 
applying that percentage to loading and unloading costs onlv, it .ipplied 
them to all Traffic and Service Expense - Propi^rty. This r*-sulLs in an 
overstatement of the amounts assignable dinctly to freight since load¬ 
ing and unloading costs are but a portion of the total ground handling 
costs. If the Bureau's assignment of the freight shari- of costs wi-re 
applied to total ground costs, the asslgnminl to freight would be 
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substantially less and the allocation of ground handling costs from the 
FEM pool to air express considerably more than ihi- Bureau computed. 

Since both the Bureau's piece method and the air lines' study of 
relative manpower have been found unacceptable, the best available 
alternative for allocating ground costs to express is the more conven¬ 
tional traffic unit of relative tons enplaned. The latter, of course, 
is superior as a unit of measurement to shipments which have more bear¬ 
ing on documentation than loading and unloading or transfer functions, 
which figure so prominently in air-line express handling. 

Reliance on relative tons enplaned assumes that the various cargo 
traffics have the same cost characteristics so far as ground handling is 
concerned. All the parties recognize significant differences between 
the air lines' express handling and their freight handling, however, 
and have tried to reflect them in th«‘ir methods of allocation. But 
they disagree profoundly as to what the differences are and how they 
affect the ground costs of air express. 

The record as a whole supports the finding that then- are counter¬ 
vailing Influences on the air line ground handling expenses relating to 
express as compared with freight. One sit derivi-s from REA's responsi¬ 
bility for such functions as documentation, sorting, forwarding, routing, 
and inbound processing of express. Of coursi', these differenci's tend to | 

reduce thi? air Unis' ixpress costs as conipaied with their freight hand- f 

ling costs. This is not to deny that the air lines do perform such j 

functions in certain restricted situations, and that the recoid indi- ) 

I 

i 


cates that approximately four to eight percen' of all express handling 
is carried out by the air lines where RKA has no facilities. 
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The second set, which rnak<? express mure costly to h<indle than 
freight, includes the need H) handle the relativt ly small pounds and 
pieces of express as compared with fn-ight, the unsuilahiIity of con¬ 
tainerization, the longer distance between aircraft and terminal 
facility as compared with freight, and tht; need to make more frequent 
trips between the aircraft and express facility to expedite service. 

The third factor which must be considered is the effect of priority 
handling of air express on costs, Whili? REA refers frequently to its 
efforts to speed the handling of air express and to the premium nature 
of the service, it fails to acknowledge a similar burden on the air 
lines or the fact that such priority handling tends to made air express 
ground handling more costly than that of air freight. The frequency of 
runner trips between the aircraft and the express facility is directly 
chargeable to the expedited handling of air express, and this is one 
of the more important labor expense items incurred as part of the traffic 
servicing function. 

As a matter of judgment, and without attempting to assign a speci¬ 
fic weighting to the priority accorded the ground handling of air express, 
it is apparent that whatever cost benefits accrue to the air lines 
because initially all documentation and routing services are performed 
by REA, the off-setting additional costs they incur in handling air 
express as compared with air freight because of priority and the physical 
problems of transferring air express between the aircraft and terminal 
facility, etc., tend to equalize the ground handling costs of the two 
traffics. Accordingly, it is found that relative tons enplaned, without 
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weighting to favor vithor air express or air freight, is a nasonable 
and equitable unit for allocating traffic servicing expense from the 
FEM pool to air express. As shown in Appendix D-2, by this method, 
total noncapacity costs in 1969 are found to be $15.5 million before 
taxes and return, and $lb.4 million including provision for thifSt; items. 
After accounting for the decline in express volume in 1970 as compari-d 
with 1969, and including the 4.6 percent cost escalation factor com¬ 
puted by the air lines, which is found reasonable for this purpose, the 
examiner has determined the air line 1970 noncapacity costs to be $14.6 
million before return and taxes, and $17.3 million after provision for 
these items. 3B / 

The above finding is compatible with the Board's treatment of the 
noncapacity costs of mail in the Domestic Servio- Mail Rate Investigation 
and the Nonpriority Mail Rates Case where the Board equated such costs 
with the costs of the other cargo traffics, and allocated ground 
handling costs to mail according to relative tons enplaned. The REA 
weighting of relative tons in this case is completely at odds with the 
conclusion in the mail rate cases as to the costing t)f traffic servicing 
functions. 


The Bureau's failure to consider priority in the costing of air 
line express ground handling expenses is based on the Board's treatment 
of noncapacity costs in the Nonprioritv Mail Rates Case which it 


3H/ The following table compares the estimates mad-j by the parties, 
without provision for return and taxes: 

( $()(>()) 

1969 
$14,015 
20,09H 
13,7HO 
3,673 


AFFA 

Air Lines 

Bureau 

REA 






.ipparinll> cmiL I’x I 1 1 In r. .is i.t il. i hi is Lhi- Bn.ird su.sL.unid 

Lh<’ I'xainini r' s is tasal to imludi i piinfi''’ wiicluinn inr rnmcapaciiv 
cisls ciK d 1 si i nun i ‘■>11 d t's i ..ip.iti ■ C’-'-Sj h. c.iusi "ihin .ire nn uniisi-d 
noncapacitv casts i.i b, .il local id not is ih' n anv (iiostion of aircraft 
space IV1 i 1 ib i 1 i I ." H.''i’.si, lit. -.i' casi s .ii-f d L s L i ngui shabli , fur 
it is in t hi liuht of t hi insi.tnt r* cot d that the I'xatninir ha.s found 
considt rai ion of priorilv v.irrani • d in thi di lfriiiinai ion of air express 
noncapacit.. ixpins- s. 

Thu:-, tin fi cord 'm ri , unliki .hat of thi Nnnpriority Mail Rate s 
Case , contains di.finiti • vidi-nci- of the cost i ffect of priority on the 
air lints' ground handlinu of lir i xiiress. As between freight and air 
exprt'ss, tht n cord demonst rates that the latter is more costly insofar 
as it has first call on the common pool of labor and facilities, and 
uses it v.ith gie.uer fri(|uincy. ihi rt fon , some recognition of the 
cio-'. iftec' .if pri u'ii;. on lir-lim noncapacity costs of transporting 
air express is justifiid !)■ tht I' idince, although not necessarily the 
preclsi kind of frighting follov.id bv the Ho.ard in determining air-line 
capacity costs. 

It is significant that, as shown in note 3H, supra , whatevir the 
method of all .cation um d - the air lines' manpower study, AFFA's space 
i.ie.ti id, the ,i!eiu's piics, i,|- the ix.iiiiiner's r /enue tons enplaned - 
th* tin'll resul' is stiiisi ml i.ill' simil.ir provided the relevent fac- 
lois, sui h IS if i.'iii'., .lie ii.clad d in the technique. Finally, it is 
ipp.'iri nl th'U judL'iienl , ’Mther than .i refined process, must be the 
lilt im.lie deiirminanl of nonca|).ic i I y costs, as well as of so many other 
Cist isHiiis in this case. 
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THE REASONABLENESS OF THE PROPOSED RATES 
Thf Supp ort for tht- Interim and SusDtnd»;d Tariffs 
Although the interim and suspended tariffs are sumetimi-s refi rr< d 
to herein as the "proposed tariffs", in fact, at this juncture of the 
proceeding they lack effective support. Instead, REA now espouses an 
"ideal" tariff with rates intended to reflect REA's costs as shown in 
Its evidence. This tariff is designed to provid»- the air lines a ton 
mile yield from express which bears the same relationship to air-line 
express costs as air-line air freight yields bear to air freight costs. 

It also increases rates somewhat above the interim tariff levels on short- 
haul, lower weight traffic, and decreases the rates for longer haul, higher 
weight shipments below the rate levels in both the interim and suspended 
tariffs. The net effect is that REA projects less total revenues from 
its "ideal" tariff than would be attainable from either of the tariffs 
under Investigation. 

On the other hand, the air lines have submitted a proposed tariff 
in their brief which they characterize as based on the cost data in 
this record, and which is designed to produce an IK.2 percent increase 
over the Interim tariff rate levels. Thus, without expressly conceding 
the unreasonableness of the tariffs under investigation, the air lin.s 
have abandoned them for a "cost-oriented" tariff. 

In view of the foregoing, it is found that the carriers which 
filed the tariffs under investigation have failed to discharge th.ir 
burden of going forward with the evidence to suppt.rt tht=tn, and have, 
in fact, propounded and supported different tariffs. 



/ 


4bl(aJ 


Th>- Pfopi)st.d RaL<.s in Rrlatit<n ui lotal Costs 

Ihi- standard normal Iv appli. d by ih.- Board in d. t. rmining th. r.-a- 
sonabltnt ss of rat< s is whtlhi r ihov ate rt-asonablv rolalod to the actual 
costs of the services provided. This Lest is applied.to rates established 
for the basic services of the carri.rs. It is not essential that rates 
for any type of traffic or sirvice cover fully allocated costs at all 
time-s but they must bi' reasonably related to costs at all times. 39/ 

That IS, they must be high enough to pay their own way eventually on a 
fully allocated cost basis. W/ 

Whatever the yardstick used to measure REA's costs - the calculations 
of the air lines, of REA, of the Bureau or of the I'xaminer - if the 
interim tariff had been in effect for the entire year 19f)9 or the entire 
year 1970 it is clear that REA would have earned a profit well in excess 
of any reasonable requirements. According to the costs determined by 
the examiner, under th* divisions then in force, the interim tariff rates 
would have enabled REA to earn a profit, after provision for return and 
taxes, of $19.3 million m 1969 and $11.3 million in 1970 (Appendix B-2). 

When th” revenues af' rded by the interim tariff in 1969 and 1970 
are compared with the total costs of air express service in those years 


V)/ Air Freight Rate Investigation, 9 C.A.B. 340, 344 (194«). 

No Reservation Fare, 34 C.A.B. 508, 514 

An ‘XCo-'^win to this test, of only passing interest here, is the 
profit-impact test used by the Board to determine whether, even though 
a rate does not mee- ful' costs, it may be found reasonable where it 
improves the net profit position of the carrier. This test is applied 
to promotional rates designed to attract additional traffic that would 
not move at normal rates. Trans World Airlines, Inc., Rates for 
Phonograph Records,Order E.22935, November 26, 1965. 



as found by Lho fxuminor, Ihi’ appari nl Iv i-xcossivi- roLurns available to 
REA from such rates are shi>wn to be attributable to the divisions betwei n 
REA and the air lines. Ihus, as found in Appendixi s B and C, the total 
a..r exprt'ss rt'va^nues of $12().-4 mi ’ 1 ii^n avail«tbli* under the intt*rim ratios 
in 1969 would have exceedid th. tital reasonable costs by $3 million or 
only 2.5 percent. Similarly, the 1970 revenues of $109.5 million afforded 
by the same rates would have fallen short of total costs by only $1.2 
million or l.I percent. In both years, however, the suspended tariff 
rates would have far exceeded the carriers' total costs of providing air 
express service, to the extent that they would have earned net income, 
after provision for return and taxes, of $19.5 million in 1969 and $13.6 
million in 1970 (Appendix B-2). 

Ihe closeness of the above total revenues produced by the interim 
tariff and the costs found reasonable herein suggests that, overall, the 
inteiim tariff rates may be reasonably related to costs. However, as 
shown in Appendix G-l, at the lower weights and shorter distances the 
interim rates fall substantially below the costs and rates found reason¬ 
able herein. On the other hand, the suspended rates at representative 
lower weight and shorter distance brackets are higher than reasonable 
costs and rates in a substantial n.ajority of the examples shown. At the 
oth- r end of the mileage scale the pattern is reversed; that is, the 
Interim and suspended tariff rates are uniformly in excess of the costs 
and Lates found reasonable for high weight and long distance traffic. M_/ 

M/ The examiner's computation of REA's air express costs in 1970 by 
weight is provided in Appendix C-3. The corresponding computation of 
the air lines' costs for air express shipments by weight and distance 
in 1970 is contained in Appendix D-4. 
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Ihist discrtpanciis arc not surprising inasmuch as ihi' tariffs 
heretofore filed by ktlA and the air lines have be. n th.- product of 
negoCiatlon between thim. It appears that pursuant to the arrangement 
worki-d out between the twi> sides as formal iz. d in the Air Expr. ss 
Agreements, costs were secondary to pricing and revenu.; considerations 
in their formulation of tariffs. 

In view of the foregoing and the evidence of record, it is found 
that the Interim and suspended tariff rates are not r.-asonably related 
to the costs of providing domestic air .-xpress servic. 

Diversion 

AFFA has been concerned throughout that the reduc.d rat.-s in the 
higher weight and mileage brackets of th.' tariffs und.'r investigation 
will attract air freight forwarder traffic, "all .uher things being 
equal". It estimates that the forwarding industry ould suffer div.T- 
sion .)f 20 percent .)f industry shipimnts amounting to $75 niM^on in 
revenues under the interim tariff and 35 p. icnt or $131 million in 
revenues under the suspended tariff. It argues that KLA is pn.viding 
for the first time a "supermarket service" cov.iing all weights and 
distances and can, lhtrref.)re, be expected lo capture all of th.- traffic 
in many instances. 

Based on f.>urth quarter 1470 r. suits alone, AKFA argues that after 
the inauguration of th. InL.rim tariff total air expr.ss traffic volu.m- 
has held up firmly whil.' that ..f th.- air fr. ight f...ward. rs has declin.d, 
evidi'nc.’ which it int.'rpr.-ts as proof oi tin .|j versionarv eff.'ci ol i he 
r.duced interim tariff rat.-s. But t h.- tiaflie and i. v. luie p.,i i s whi.h 


RfA has been filing on a monthly basis, as diroctod in tho suppltmcnlal 
prehearing conference report, disclose that air ixprt^ss volum*' has bet^n 
continuing to decline despite the rati? ri'ductions (See Appendix 1), 

Thus, air express shipments during the year ended September 26, 1971, 
fell to 6.6 million as compared with the H.K million shipments trans¬ 
ported by the carriers in calendar year 1970. 

The data covering the first full year of operation under the interim 
tariff also fail to substantiate AFFA's fear that the rates would bring 
about a significant change in the air express traffic mix. The following 
summary indicates only a minuscule shift in the composition of air express 
traffic since the inception of the Interim tariff: 


December 29, 1969- September 28, 1970- 
September 27, 1970 September 26. 1971 


Average weight per shipment 

27.02 

pounds 

26.85 

pound: 

Percent distribution of 
shipments: 





1 - 100 pounds 

96.13 

7. 

95.82 

X 

Over 100 pounds 

3.87 


9.18 


TOTAL 

100.00 

X 

100.00 

X 

Less than 1,000 miles 

96.25 

X 

96.95 

X* 

1,000 miles or more 

3.75 


3.55 

* 

TOTAL 

100.00 

X 

100.00 

x^ 

(Shipments over 100 pounds 
and 1,000 miles or more, as 
a Z of total) 

( .98 

X) 

( .92 

X) 


♦Through March 28, 1971 only 
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In view of the foregoing,,iI is found LhuL Lhi lale rtduel ions 
instituted under tht- interim tariff at ihi higher weight and longer 
haul brackets have not diverted anv mal< rial voluim of air freight 
traffic from the forwarders to air express. Inder the circumsiancis, 
there is no indication that evi n th< great< r reductions at the sam* 
weight and mileage brackets of the susptnd<d tariff would in fact havt 
a substantially adverse impact on thi freight forwardtrs. Accordingly, 
there is no evidence that the rates under Investigation have been 
adverse to the air freight forwarders. 

Conclusions 

In view of the above findings that the intirim and suspend«d tarifi 
rates under investigation herein are not reasonably related to the costs 
of domestic air express service, it is further found that lh<y are un¬ 
just and unreasonable and, therefore, unlawful. Accordingly, pursuant 
to the Board's orders of investigation, lawful rales must be prtrscribed. 

On the basis of the c«)sts of providing domestic air express service in 
1970 found reasonable herein as shown in Appendix t-1, iht- lawful rates 
to be prescribed are those set forth in Appendix t. 

The above prescribed rates, except at the five and 300 pound brackets, 
range up to 11 percent less than the interim and suspendt;d tariff rates 
at equivalent weight and mileage brackets at scale 15 and above. As in¬ 
dicated, the interim tariff rates havi' had nti materially adversi iffict 
on the traffic of the air freight forwarders, <rven though, for example, 
the charge for a 100 pound shipment is 19 pi^rct-nt below the previous rate. 
The failure of air txpress traffic to respond significantly to such 



reductions indicates that the demand for higher weight and mileage air expre 
service may be price inelastic, and gives no cause to anticipate that furthe 
reductions up to 11 percent at higher distance scales will result in signi¬ 
ficant diversion from air freight forwarder traffic. 

In view of all of the foregoing, it is further found that the rates 
providing for additional revenue of approximately $1.00 per shipment (exclu¬ 
sive of shipments of live animals and birds) allowed REA by Board Order 
Tl-ll-OS, effective November 29, 1971, are not reasonably related to the 
costs of such shipments. Accordingly, these rates are unjust and unreason¬ 
able, and, therefore, unlawful. 

THE RATE STRUCTURE 

The Parties* Proposals 

REA's new management, which took over beginning in 1968, considers 
the express movement of small shipments by air to hold the greatest and 
fastest potential for the company. It is convinced that REA should 
specialize in small shipments; that air express could be expanded to 
attract traffic now moving by surface; and that with a proper sales 
effort REA should now be carrying 15 million shipments a year at a pro¬ 
fit rather than the less than 10 million it has been carrying recently. 
According to management, the two barriers to REA's profitable growth 
have been the air express rate structure, and the divisions of revenue 
between REA and the air lines. It considers the rates for longer hauls 
and higher weights far too high and for short-haul and low weights too 
low, and as not covering cocts so that over 50 percent of air express 
shipments move at a very low and unprofitable minimum charge. Manage¬ 


ment alleges this analysis led to its filing the two tariffs under 
investigation, but that it really prefers the two "ideal" tariffs 








introduced as rebuttal er>’ibits in this proceeding. REA regards them 
as "ideal" because they art; alleged to off*-r air express users a 
realistic level of rates and charges based on REA's and ihi' air lines' 
costs, that is, much lower total user costs than either the interim or 
suspended tariffs reflect. 

Evidently, REA considers one of these tariffs more "ideal" than 
the other because it incorporates management's tenet that air express 
rates should give the air lines a ton mile yield from express which 
bears the same relationship to air-line costs for carrying air express 
that air-line air freight yields bear to air-line air freight costs. 

The proposed minimum charge in both tariffs is $9 for shipments up to 
five pounds at all mileage brackets. The preferred "ideal" tariff has 
been constructed on the basis of the costs for REA of $67.5 million 
determined by its consultant, Mr. Fauth, plus air-line costs of 17.5 
cents per ton mile, derived from applying the abovi- revenue-cost rela¬ 
tionship. In 1969 the latter ton-mile rate \>K)uld have meant $19 million 
of air express revenues for the air lines. Thus, REA has optid for rates 
which would have produced revenues of $H6.5 million in 1969 as compared 
with the actual total air express revenues of $9M million and its own 
receipts of $5H.3 million. 

The other "ideal" tariff is based on th« same esiimati- i>f REA costs 
made by Mr. Fauth plus air-line costs of 25.6;i! cents per ton mil»! or 
$28 million for 1969 as estimated by Mr. Mcintosh. Ihi latlir tariff 
assumes that air express will meet its full share of belly cargo costs 
and earn an eleven percent rate j)f return ft>i'»lhe air lines. However, 
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neither of the "ideal" tariffs provides for a return on investment for 
REA, a fact which REA's Vice-President-Terminal and Marketing Services 
admitted made them less than "ideal". 

REA asks the Board not to prescribe the precise air express tariff 
structure. If the Board sets the maximum amount of the air lines' divi¬ 
sions, REA sees its own costs as a floor, and competition from air 
freight forwarders as a ceiling on air express rates. It wants freedom 
to act within these parameters and believes that it can open up new 
markets and divert surface express traffic to air to the benefit of the 
public and the air lines. 

To the air lines the paramount result of this case should be a 
rate structure which permits air express to assume a fair share ol air¬ 
line costs. Realization of this goal, they assert, would bring an 
increase in express rates to the public and in the division received 
by the air carriers. They also maintain that the current rate structure 
is not related to the cost characteristics of air express but that at 
virtually every weight and distance bracket a substantial gap exists 
between revenues and costs. 

The air lines also emphasize that raising express rates to conform 
to costs would not impair the competitive position of air express vis- 
a-vis other property services because in their view air express rates 
are low in comparison with the rates for other property services. 

As one means of insuring that air express assumes its fair share 
of allocable costs, the air lines favor the elimination of weight breaks 
over 100 pounds because they believe the evidence indicates that they 
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reduce revenues. With a minimum charge of the air lines' tariff 

includes significant revenue increases in the lower weight brackets and 
also in the higher weight brackets at shorter distances. 

If the Interim tariff had been in effect during 1970, air express 
revenues would have totaled $109.5 million; on the other hand, if the 
tariff proposed herein by the air lines had been in effect that year, 
the revenues would have been $128.2 million, an increase of 17 percent. 

AFFA would eliminate all proposed reductions in the interim and 
suspended tariffs and boost any proposed rate Increases to meet what 
it regards as compensatory levels. It is particularly critical of any 
reductions at the greater weights and distances. 

The Bureau proposes minimum charges for domestic transportation as 
low as $7.50 for shipments weighing 15 pounds or less at the lowest seal 
as well as charges which cut across several weights and distances in¬ 
creasing by scale to as much as $11.55 at scale 29. The Bureau admits 
that in some cases the minimum charges are in excess of the average ship 
ment costs and in others are less than costs but claims that on the 
overall the minimum charges will provide revenues covering related costs 
The Bureau's proposed tariff structure is to be compared with the 
historic and current practice of an across-the-board minimum charge. 
Prior to the interim tariff there was a minimum charge of $8.00 applica¬ 
ble to all shipments weighing 15 pounds or less moving at distances up 
to scale 10. The interim tariff provides for a minimum charge of $8.50 
for all shipments weighing 12 pounds or less moving at distances up to 


scale 7. 
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For shipmints v^^t‘iRhinR lb pounds or mor«' Ihi' Bunau would havo lh< 
ratt* structure devised accordinR to a formula which provides for a ship¬ 
ment charge of $5.^0 plus 12 ctnls per pound plus (one cent per pound 
times the applicable scaW or mihagi dividid by 100). This formula is 
the product of a regression analv.,is of i ht average of fully allocated 
costs and expenses before leiurn and taxis at representative weights and 
distances. 

Conclusions 

In the past minimum charge air express traffic has consistently 
been an important part of air express businiss. In 1969 over half the 
general commodity air express shipments weighed less than 15 pounds, 41 
percent less than ten pounds, and 23 less than five pounds. It is also 
notev.'orthy that in 1969 almost two-thirds of air express revenues were 
received from shipments which moved a thousand miles or less. 

Whe‘re, as here, the lawful rates have been pegged to fully allo¬ 
cated costs, including return and taxes, provision in the rate structure 
foi a minimum charge should also be cost oriented. Thus, the $8.22 cost 
di-termined herein for shipments of five pounds at distances up through 
two hundred miles is found to be a reasonable base for the minimum 
charge. Therefore, all shipments weighing five pounds or less moving 
at distance scales 1 and 2 will be subject to a minimum charge of $8.22. 
In addition, however, in view of the significant role traditionally 
played by minima.n '•harge air express traffic, it should be left to the 
carriers to decide whether good business practice warrants adoption of 
a minimum charge of $8.50 per shipment for all shipments weighing ten 
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pounds or less moving at all distances up through scale 10. Such an 
extension of the minimum charge is found lawful if made applicable to 
all such weights and distances. The charge appears to be reasonably 
related to the costs of such shipments, inasmuch as it will provide 
revenues compensating overall for related costs by balancing revenue 
deficiencies existing in some weight and mileage brackets with overages 
in others. 

In view of the foregoing it is found that the lawful rate structure 
should be bottomed on an $8.22 minimum charge applicable to all ship¬ 
ments weighing five pounds or less moving at scales 1 and 2; provided, 
however, that if REA and the air lines concur in the Air Express Agree¬ 
ment that air express traffic, sales, or handling will be improved 
thereby, they may adopt a charge of $8.50 as the lawful minimum for all 
shipments weighing ten pounds or less moving at all distances up through 
scale 10. As shown in Appendix F, these minimum charges are well 

below the rates for competitive services such as the rates of the air 
carriers for air freight, the air freight forwarders, and surface express 
at comparable weights and distances. 

The $9.00 minimum proposed by REA for all shipments up to five pounds 
at all mileage brackets is found to be excessive in relation to costs as 
found herein for most mileage brackets. At the same time, the reduction 
In^he minimum charge to $7.50 proposed by the Bureau would penalize the 
carriers in the light of their costs as determined by the examiner. 


A2 / The revenues estimated from the rates found lawful herein do not 
reflect the effect of an agreement by the carriers to impose an $8.50 
minimum charge. 
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Since a reasonable relationship to costs is found to be pivotal 
in formulating a sound air express rate structure, starting with the 
$8.22 minimum charge, the lawful rates should track costs across the 
rate spectrum. On the basis of the costs found reasonable herein, this 
technique defines a rate structure which will not only eliminate the 
unprofitable minimum charges REA complains of, but will also enable air 
express to be fully competitive in the long haul and high weight 
brackets. Thus, REA should realize at least two of its goals in this 
proceeding, even as the air lines achieve their primary aim to have 
air express rates cover the air lines' costs. 

REA and the air lines together incurred $101.6 million of operating 
expenses to provide domestic air express service in 1970. 43/ A full 
allocation of costs, including return and taxes, brings total costs for 
the service up to $110.7 million. This difference of almost ten per¬ 
cent between operating expenses and total costs, which the Bureau also 
found when costing 1969 operations, prompted it to recommend that the 
carriers be permitted to file air express rates within a range five per¬ 
cent above or below the rates derived from its formula. 

Above the minimum charge, the rates prescribed herein are lawful maximum 
rates, since they reflect full costs. Including tax and return, as closely as 
possible. Value of service or similar considerations do not warrant a rate in- 
crease above fully allocated costs of moving a particular traffic. There¬ 

fore, the Bureau's proposal for flexibility which would allow the carriers 

£3/ In the same year, as found herein, REA and the air lines shared 
transportation costs in the ratio of 55:45, respectively. 

^/ Locklln, Economics of Transportation, 6th ed., p. 151; Bonbright. 
Principles of Public Utility Rates, (1961), p. 383. 
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to file rates five percent a*- the Bureau's formula-deterinined rates 
is unsuited for adoption by the examiner, as is REA's request for authority 
to charge as high as the level of any competitor's rate if, to do so, would 

I 

mean a rate in excess of full costs. 

Considering the substantial spread between the five and ten pound 
rates found reasonable herein and the air freight forwarder rates at 
comparable weights and distances which ranges upwards of 25 percent, 
u'jing competitors' rates as a ceiling would permit radical departures 
from cost-related rates. On the other hand, in the light of the con¬ 
tinuing, recent downward trend of air express traffic it is doubtful 
that the carriers could reasonably hazard charges materially higher 
than those found lawful. At the same time, the plentiful evidence of 
REA's resolve to increase charges for low weight, short distance ship¬ 
ments minimizes and probably eliminates entirely the chance of the 
reducing charges for such shipments below the cost-based 
lawful rates. 

At the other end of the weight and distance scales, the evidence 
is also abundant that REA is keenly Interested in penetrating the mar¬ 
ket which has so far remained aloof to its service. Therefore, there 
appears to be a risk that if the lawful rates do not attract higher 
weight and long distance traffic, REA will press for further rate re¬ 
ductions which would, of course, mean breaching the cost floor it relies 
on in its argument for rate structure flexibility. To be lawful, any 
such further rate reductions would have to satisfy at least the usual 
standards of Justness and reasonableness, namely, that (1) they be 



47^<(a) 


reasonably related to costs and (2) they will not inflict undue finan¬ 
cial harm on either the air expr«'Ss or competitive carriers, 

THE DIVISIONS OF AIR EXPRESS RAihS AND CHARGES 
The Reasona b len es s t)f the Divisions Under I nvestigation 
As already noted, REA considers the existing divisions to be one 
of the two main reasons for its current financial plight. REA's presi¬ 
dent gave as an examph of inetjuity the fact that in 1969 REA retained 
only $59,9 million of the almost $100 million of air express revenues 
from about ten million shipiiu‘nts. He described such revenues as less 
than REA's out-of-pocket costs. Such considerations have spurred REA 
to tr'- til reduce the air lines' share of express revenues to an amount 
more closely related to air-line yields on air freight. The 

earner's rationale is that it should not be at a competitive disadvan- 
tag«; as against air freight and the air freight forwarders by having 
to pay prc'portionately more for air transportation. 

Ihi: air lines complain that the increases in express revenues in 
rec< .It years have found their way to REA, not to the air lines. They 
allege that although net air-line express revenues in 1966 were some¬ 
what greater than such revenues in 1970, total air express revenues 
had increased from $87,514,000 in 1966 to $101,360,000 in 1970, The • 
ail lines also point out that in 1966 REA received $5.32 per shipment 
alter payment to the air lines, and that by 1970 this payment had 

REA has portray.' ‘he formula for determining the air-line share of 
revenue as follows: 

air-line air freight revenues ^ air express revenues 
air-line air freight costs air-line air express costs 
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increased by 3H percent to $7.32. On the other hand, ovi-r the same 
period the air lines' revenue per shipment increased only 27 cents, or 
one-half of one percent. As a result, they calculate that their rhare 
has declined from 42 percent in 1966 to 36 percent in 1970 and that the 
solution is to increase the rates payable to the air lines. Having 
determined that in 1970 the interim tariff would ha”e produced a $5.9 
million profit for REA above a return requirement of $2.6 million, the 

air lines contend that the issue is not whether P.EA is realizing too 

> 

little under the interim tariff but whether it is realizing too much, 
and that this tariff is the maximum it can fairly be allowed. 

The main thrust of the air lines' position on divisions is that, 
like the express rates themselves, they should be cost oriented. They 
criticize the divisions under the interim tariff as being only gener¬ 
ally related to REA's cost structure, and completely unrelated to their 
own. 


To AFFA, REA's divisions under both the interim and suspended tariffs 
discriminate between the different classes of traffic. Thus, REA's share 
from 25 pound shipment traffic under the interim tariff starts at $6.10 
at 100 or 200 miles and increases about one-third to $9.65 at 2,900 miles. 
REA's share doubles at 100 pounds from the lowest to the highest mileage 
block. But, then, at 300 pounds REA's shari- drops to the one-third 
increase that occurs at the 25 pound shipment Uvel. In addition, undir 
the interim tariff 200 and 300 pound shipments product' widely varying 


shares up to 1,900 miles. Thereafter, the KEA share for both weights is 
the same up to 2,H00 miles, where a second breakpoint begins. 
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AFFA is less disturbed by the air-line divisions which It regards 
as designed to follow air-line costs. Yet, at the same time, it deems 
the level of the air-line divisions substantially below revenue needs. 

Like the air lines, the Bureau wants divisions to be cost related. 

In its view, the direct air carriers incur more than 50 percent of the 
costs of air express service, but have been receiving only AO percent 
of the revenues. This means air-line passengers are required to absorb 
the air express costs in excess of air express revenues, to the detri¬ 
ment of the public interest. Since the divisions do not bear a reason¬ 
able relation to the costs of either REA or the air lines, the Bureau 
argues that they are unjust and unreasonable and should be disapproved. 

It is clear from the foregoing and the evidence of record that none 
of the parties supports the divisions of rates and charges previously in 
effect, or proposed in the interim or suspended tariffs. All except REA 
advocate divisions which are cost related. As explained below, the REA 
air express-air freight revenue-cost formula for determining the air¬ 
line revenue share is unacceptable. The evidence clearly supports the 
finding that just and reasonable air express divisions are reasonably 
related to costs. As shown in Appendix E-I, cost-related divisions avoid 
the haphazard and Irrational apportionment of revenues which AFFA criti¬ 
cizes as typical of the interim tariff divisions. By contrast, cost- 
related divisions conform to a consistent and logical pattern. The 
evidence supports the further finding that the divisions proposed in 
the tariffs under investigation are not reasonably cost-related and are 
therefore unjust and unreasonable (See Appendix H). 



The Just and Reasonable Divisions 

The air lines allege that the increased rates they propuse in their 
brief will restore more balance to the divisions. That is, they would 
share 47.7 percent of express revenues vhile REA would receive 52.3 per¬ 
cent. 

Applying its air express-air freight revenue-cost relationship form¬ 
ula to 1969 results on the basis of the by-product costing method, REA 
has ascertained that air-line freight revenues were 82.8 percent of costs, 
and that, based on REA estimates of air-line costs of providing air express 
service, the fair share of air-line express revenues would have been 
$17.8 million. This is to be compared with the $60.4 million of total 
air-line costs which the Bureau would recognize in 1969, the costs of 
$62.5 million which the air lines claim for themselves in that year, the 
costs of $30.2 million suggested by the calculations of REA's consultant, Mr. 
McIntosh, and the total of $58.5 million found reasonable by the examiner. 

REA's formula for fixing the air-line revenue share is patently 
unreasonable. As the Board stated in an earlier case when it rejected 
an analogous Bureau argument that REA excess valuation and C.O.D. charges 
should be reduced to the level of the excess valuation and C.O.D. charges 
for air freight imposed by the air lines at that time: 

"... . we do not believe it appropriate to place sole reliance 
on a comparative technique under the circumstances present here. 

The Board has not yet concluded any formal proceeding directed 
toward ascertaining the fair and reasonable level of rates for 
accessorial services whether performed by REA or by the direct 
carriers engaged in the air freight business. As Bureau Counsel 
has . . . argued, the Board's failure to suspend or investigate 
a tariff rule does not constitute a determination that the rate 
or practice embodied therein is lawful. Under these circumstances 
we cannot determine that the accessorial charges for freight would 
be fair and reasonable accessorial charges for express. . . ." 46/ 

kb! Railway Express, Increased Charges, 27 C.A.B. 542, at 545 (1958). 
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Since the Board has not yet concluded any formal proceeding to 
ascertain the fair and reasonable level of general commodity freight 
rates, the rates now on file cannot be regarded as a benchmark to deter¬ 
mine the fair and reasonable divisions as between REA and the air lines. 

To reduce the air-line share of revenues on the basis of a compari¬ 
son with air freight ton mile yields alone, as urged by REA's president 
in the name of equity, would actually lead to injustice in view of the 
characteristics of the two traffics, which are masked by reference to 
only this one unit of measurement. Thus, the effect of the very pro¬ 
nounced differences in average size of shipment and length of haul of 
express and freight is critical to a comparison. The record affirms 
that the air-line yield trom freight is substantially greater than from 
express for shipments of comparable size and distance. 

In view of the foregoing, REA has failed completely to demonstrate 
the propriety of authorizing the air lines' division of air express 
according to the loss situtation of air freight, let alone that it is 
preferable to a division related to the costs of air express service. 

According to the Bureau's calculation, REA accounts for approxi¬ 
mately percent of the average of fully allocated costs and expenses 
of air express operations, and the air lines for the other 52 percent. 

In its main brief the Bureau suggested that the Board require that each rate 
and charge under the general commodity tariff be divided 48-52 percent 


47/ ^e test of the fairness of REA's proposed division is whether REA 
would also recommend it if air freight revenues were substantially in 
excess of costs. For that matter. REA's president w.,uld not accept a 

pro^sal, namely, that REA should have losses in its 
air service comparable to those it has had from surface operations. 
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between REA and the air lines, respectively, recognizing that there would 
be some instances of excess, and others of Insufficient revi-nues. None¬ 
theless, it was satisfied that on an aggregate basis for a given period 
the respective carriers' costs and revenues would balance out. However, 
on reconsideration in its reply brief, the Bureau has argued that the 
need of each carrier party to the Air Express Agreement may be better 
protected if REA and the air lines are permitted to work out between them 
the divisions of each air express rate and charge in the rate structure 
so long as the aggregate revenues received by REA and the air lines are 
shared 48-52, respectively. 

The air lines object to the Bureau's proposal as unsound because 
in their view divisions should not be based on average cost overall but 
on the cost at the particular poundage and mileage bracket involv'ed. 

One reason given is that the cost computations of the various parties 
demonstrate that there is a different cost relationship between REA and 
the air lines at different poundage and mileage brackets. These differ¬ 
ences must be preserved to yield a truly cost oriented division formula. 

The most equitable solution of the division issue appears to be 
offered by the air lines. As shown in Appendix E-l, which computes the 
percentage share of total shipment cost sustained by the air lines and 
REA at various weight and mileage brackets, under the Bureau method REA 
is at a disadvantage at lighter weights and shorter distances while the 
air lines are at a disadvantage at the heavier weights and longer distances. 
The Bureau's method, based as it is on the relationship between the aggre¬ 
gate costs of the respective parties, assumes a particular traffic mix in 
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to arrive at a £air and reasonable result• In a particular year 
profits in one weight and mileage bracket might offset losses in another, 
but should the mix change, the result could well change with it. Such 
problems are avoided by tying the divisions to specific costs in the 
different weight and mileage brackets. It also forestalls the inequit¬ 
able consequences of the carriers' customary practice of negotiating 
divisions unfettered by any cost or other objective standard. As the 
record demonstrates, this practice has allowed the air lines to assume 
the burden of subsidizing REA's air express operations to their own 
detriment and that of other users of air service. 

In view of the foregoing and the evidence of record, it is found 
that the divisions should be determined according to the costs found 
reasonable at the respective weight and mileage brackets which are 
listed in Appendix E-l, In this connection, it may be observed that 
the Indicated division for REA at the $8.22 minimum charge is $6,34 as 
compared with the $6.50 minimum share per shipment it seeks. 

Implementing the Just and Reasonable Divisions 

The Board orders which instituted the investigations herein include 
as an issue the divisions to be prescribed if those under investigation 
are found to be unlawful. However, at the prehearing conference it was 
determined that one of the issues in this case should also be whether 
the Board is authorized to prescribe divisions of the air express rates 
between REA, an indirect air carrier, and the air lines, or whether the 
Board's authority is limited to approving or disapproving the agreement 
between REA and the air lines pursuant to which the divisions are estab¬ 
lished. 
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The air lines would have the Board adopt the rate structure, rate- 
level and divisions proposed in their briefs to the examiner as a guide 
within an appropriate xone of reasonableness; that is, the Board is 
requested to adopt their proposed divisions as a standard and permit anv 
reasonable variations to be made in neg«)tiations between REA and the air 
lines subject only to the zone of reasonableness which the Board will 
use in determining whether the agreement will be approved under Section 
412 of the Act. They deny that the Board has any power to prescribe 
divisions of air express revenues between REA and the air lines under 
Section 10i)2(h) of the Act. They construe this section as applying 

only to rates established by connecting direct air carriers between points 
on their respective through routes. 49 / 

On the other hand, both REA and the Bureau claim that the air express 
tariff is a joint rate and the divisions under the tariffs are within the 
Board's jurisdiction under Section 1002(h) of the Act. REA makes the 
further contention that the Board can monitor the divisions under the air 
express tariff without having to rely on Section 1002(h). The argument 
is that in deciding whether the tariffs under investigation are lawful, 


48 / Section 1002(h) of the Act reads in part as follows: "Whenever, after 
notice and hearing, upon complaint or upon its own initiative, the Board 
is of the opinion that the divisions of joint rates, fares, or charges for 
ail transportation are or will be unjust, unreasonable, inequitable, or 
unduly preferential or prejudicial as between the air carriers or foreign 
air carriers parties thereto the Board shall prescribe the just, reason- 
ab!., an-^ "'■'uitable divisions thereof to be received by the several air 
carriers. . . 

49 / The air lines cite as authority the Air Freight Forwarder Investiaa- 
tion . 24 C.A.B. 755 (1957), aff'd . Airborne Freight Corporation v. C.A.B. . 
257 F. (2d) 210 (C.A.D.C. 1958). 
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the Board will have to determine the revenue needs of REA and the air 
lines and the sum of those figures will show the revenue which should be 
produced by the tariff. REA believes that, as a practical matter. If the 
Board prescribes the rates to be charged. It thereby determines what 
share of the revenues should go to REA on the one hand and the air lines 
on the other. 

It has been determined herein that the tariffs under Investigation 
are unlawful and that lawful rates must be prescribed. VThlle the power 
to prescribe the rate levels does not coincide with a power to prescribe 
divisions, once the rate levels are prescribed according to the costs of 
the carriers for air express, the parties could proceed, as In the past, 
to negotiate an agreement regarding divisions to reflect the prescribed 
rates. The method of dividing revenues between REA and the air lines 
has always been a part of the Air Express Agreements. Since the incep* 
tion of the air express service, the Board has controlled REA>alr line 
relations through these agreements. W/ The Jurisdiction of the Board 
is conferred by Section 412 of ,he Act which allows It to approve or 
disapprove the agreements. Accordingly, it can offer the parties the 
choice of Board approval If they conform to the conditions, or of dis¬ 
approval if they fall to accept them. 51 / Thus, the Issue of the Board's 
authority to prescribe divisions need not be reached. 

In this case. In view of the finding that the divisions should be 

1 

50 / Railway Express Agency, Grandfather Certificate, 2 C.A.B. 531 (1941); 
Air Freight Forwarder Case, 9 C.A.B. 473 (1948). 

51/ McManus v. C.A.B.. 286 F. 2d 414 (2d Clr. 1961). cert, denied. 366 
TJ7 S. 928 (1961). - 
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based on the carriers' respective costs at the particular poundage and 
mileage bracket Involved, and in order to allow the parties to negotiate 
reasonable changes in divisions within an allowable range for an indefi¬ 
nite period in the future, it is found that acceptance by REA and the air 
lines of the divisions found reasonable herein, as shown in Appendix E-1, 
within a zone of reasonableness hereby found to extend from a level ten 
percent below, to a level ten percent above, the cost at a particular 
poundage and mileage bracket, should be a condition of approval of the 
carriers' Air Express Agreement relating to air express rates. It is 
further found that should REA and the air lines agree to adopt a minimum 
charge of $8.50 as previously authorized herein, a further condition of 


ap.iroval of the carriers' Air Express Agreement relating to air express 
rates shall be their inclusion of a provision in the Agreement that divi¬ 
sions affected by the charge are to be determined in accordance with the 


percentage share of the cost divisions shown in Appendix E-l for each 
poundage and mileage bracket subject to the minimum charge, but allowing 
for negotiation within the above zone of reasonableness. 

Retroactive Adjustment of the Divisions 

As a result of the Board's adoption of Order 71-2-68 (February 12, 
1971) the issues in this proceeding were expanded to include the question 
of the lawfulness of the divisions retroactive to the filing date of REA's 
petition and complaint in Docket 22096, that is, April 9,1970. The 
Board in Order 71-2-68 stated that this action was taken "for the limited 
purpose of preserving the Board's legal option to grant relief retro¬ 
active to the filing date." REA now argues that the Board not 

only has the power to prescribe divisions but also that it has the power 
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to do so roLroact iv<-ly to April 9, 1970, and should. It claims an ovor- 
paynii-nl to tho air linos on th»: promise of its air fnighl rovonuo-cost 
formula, and, therefore, that, according to by-product costing, the air 
lines should return to RKA ovi^r $16 million for the period April 9, 1970, 
to January 31, 1971, and an additional $15 million covering the period 
from February 1, 1971, to December 31, 1971. 

Huwevt:r, the rates and divisions found reasonabli- herein indicate 
there has been no overpayment to the air lines; on the contrary, they 
show that the air lines have been underpaid. But the air lines have made 
no claim for retroactive payment or alteration of the divisions because?, 
in their view, neither Section 412 nor Section 1002(h) grants authority 
to make rejtroactive adjustments. Under all the c i rcumstances, no retro¬ 
active adjustment of the divisions is ntjuired. 

In view of the- foregoing, it is found that the evidence doe s ne)t 
support REA's contention that it is entitled to re?imburseine!nt for over¬ 
payments to the air lines under the divisions from April 9, 1970 forward; 
and that there is no need to require any retroactive- adjustment of the 
divisions as a ce)ndllion of approval under Section 412 of any agre-e-menl 
to be- reache-d between REA and the- air line s r.garding air expre-ss rate-s. 

EXCESS VALUATION CHARGES 

The- suspe-nded tariff provided for an incre-asi- in REA's e-xce-ss valua¬ 
tion charges from IK cents to 30 cents pe r $100 of e-xce-ss valuaiieen. 

I'his investigation Includes Issues as to whether the- preepeised e-xce-ss 
valuatiem charges are rease)r.ably re-lale-d to ihi ceisis incurre-d in addition 


• 4b5(a) 


to thf costs fur a nornal shipiiu ni and, if n-U, as it> v.hat th» rt asun- 
able charge for a d. c larai ion .,f i xc ss valuaLii.n is. 

According to R£A, ii ii c- i v. d valui chaig.s of on air 

express shipments in I4b4. Ricaus. iis rtcoids are n' t kepi in such a 
way as to permit it to isnlai< th<' coMs incui r'd in proC' ssing and pav¬ 
ing claims on air expriss shipiiienl.s iir. r/hich there wi re excess valuation 
charges, the carrier has »stimaled that ih. s. costs were $2,fa62,(K)() in 
1969. The estimate of such costs for l‘'7(t is $2,561,')()(). RtA ftrrecasts 
claim costs of over $3 million in 1971 and over million in 1972. It 
expects the requested incriase to product approxlmaii.'1;, $4,2 million in 
value charge revenues on the basis of rev< niies colli cl« d in 1969 at the 
rate of 18 cents per $10I) of valuation. h contends that the requested 
increase is necessary to cstver its exp>isui'i' to experienced air express 
losses and to anticipated loss incn as< s in tht; immediate futuri . 

On the basis of the foregoing facts, which constitute the substance 
of REA's evidence in support of its claimed increase, it is apparent that 
there is virtually no relationship b» twii n the two-thirds increase in 
excess valuation charges which has been requested and the slight over- 
age of costs in 1969 and 1970, as compared with ri'Ciipts from the declara 
t ion of excess valuation, Furth«-rinore, thi* REA estiniati- of costs is open 
to question in certain major r< sp-ct s. For < xample, inori- than $270,000 
of expenses were assign'd to "P.iyroll and direct expens*- of loss and 
damage prevention" in 1969, and -.v. r $281,000 w. re so assigned in 1970, 
but the- witne-ss n-sponsi hi*- foi this assignment of costs testified on 
‘■ross e-xamination that ih* se- ami'unts an* the entire payroll and expense:s 
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of an REA division v^^hich is charged with addilional duties such as ad¬ 
vising shippers on packaging, instructing employees on safety matters, 
and providing terminal security. Therefore, only a part of the total 
figures should be assigned to that part of traffic on which excess values 
have been declared. Further examples are ihi $7H,0i)() assigned in 1969 
and $9A,000 assigned in 1970 to "Payroll and direct expt*nse incurred by 
terminals in handling matters related to Air Express shipments on the 
subject of claims" but which apparently include the expense of REA's 
value rooms. These rooms hold more than just items on which excess value 
has been declared. An adjustment for just the above-mentioned items 
would reduce the claimed expenses to a point about equal to or below the 
valuation charges received. 

Not only are the pniposed excess valuation charges not reasonably 
related to the costs Incurred In addition to the costs for a normal ship¬ 
ment, but they also compare unfavorably with excess valuation charges of 
the air carriers and air freight forwarders. The air freight forwarders 
presently charge no more than 15 cents per $100 of excess valuation 
while the air lines generally charge between 10 and 15 cents per $100. 
There is no evidence that REA's expenses are any greater for shipments 
on which there have been declarations of excess valuation than they are 
for such shipm*;nts of the air lines or the air freight forwarders. In 
fact, unlike the freight carriers, REA has an advantage insofar as the 
Air Ex,>riss .Agreement allows for reimbursement of REA by the air lines 
for a portion of the an.-.ai.' paid by REA for loss and damage claims. 
Finally, the forecasts of claim costs for 1971 and 1972, given as the 







487(a) 

Judgment of REA's Director of Claims, were unsupported by any objective 
evidence. 

In view of all the foregoing, it is found that the proposed excess 
valuation charge of 30 cents per $100 of excess valuation is not rea- 
sonably related to the costs incurred in addition to the costs for a 
normal shipment; that the proposed charge is, therefore, unjust and un¬ 
reasonable; and that there is no evidence that the current 18 cent charge 
is unjust and unreasonable or otherwise unlawful. 52/ 

MISCELLANEOUS ISSUES 

U.S.-Canada Rates 

One of the issues still to be considered is whether, pursuant to 
Section 1002(f) of the Act, the proposed rates between points within the 
United States and Canada are unjustly discriminatory, unduly preferential, 
or unduly prejudicial; and if so how such rates should be altered or what 
order should be made to remove such discrimination, preference or preju¬ 
dice. There is no evidence in the record on this point. While the 
Bureau has taken the position that such rates are discriminatory and, 
therefore, unlawful, there is no basis for such a finding. 

The evidence concerning the lawfulness of the rates under investi¬ 
gation herein was directed to the issue of the reasonableness of the 
rates for the contiguous 48 stati‘s. However, as provided in the Pre- 
hearing Conference Report and the Supplement thereto, at the air lines' 
request, the data for the 48 contiguous states was to be used as a basis 
lawful rates which would be extended by the carriers to cover 

52/ Cf. Orders 71-5-1, May 3, 1971; 71-4-53, April 9, 1971; 71-3-94, 

March 17, 1971; and 71-2-117, February 26, 1971. 
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service between points in the United States and Canada subject to the 
right of any party to show cost or other differences applicable to such 
service. No such evidence was adduced. 

As a practic.il matter, and in view of the position of the parties 
at the prehearing conference, it is anticipated that in conjunction with 
revising the Air Express Agreement and air express rates, charges and 
divisions to conform to the findings herein, REA and the air lines will 
also modify the U.S.-Canada air express rates, charges and divisions in 
accordance with the findings herein as to the costs of U.S.-Canada air 
express service (See Appendix G). 

Rates for Service To and From Puerto Rico 

While the ruling at the prehearing conference regarding the appli- 
cabilitv of the information relating to the AH contiguous states was made 
in the context of an air-line request which referred only to the extension 
of the rates for the A8 contiguous states to Canada and the other two 
states, the same approach should, of course, also govern the determina¬ 
tion of lawful rates for air express service between the 50 states and 
Puerto Rico. Accordingly, the lawful maximum rates for such service to 
and from Puerto Rico are found to be the equivalents of the costs of such 
service at the various weight and mileage brackets shown in Appendix C. 

The Carriers' Operating Authority 

The .final issue is whether the proposed rates under investigation 
are unlawful for lack of adequate operating authority on the part of REA 
and the air lines. Even though AFFA was responsible for inclusion of 
this issue in the proceeding because of its opposition to reductions in 
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the tariffs under investigation for longt-r haul, high»r weighted ship¬ 
ments which it feared would ini I'oduce ne\.' compel i t ii'n by REA, neither 
AFFA nor any of the other partii-s, except the air lines, has taken a 
stand on this question. The air lines argue that reduced rates for ship¬ 
ments at 200 and 300 pounds are within the authority of the air lines; 
that air express shipments of weights over 100 pounds up to thousands of 
pounds have always been carried by the air lines; and that the air-line 
certificates dt) not prescribe a rate structure. 

It is clear that the air lines' certificates are adequate to cover 
their operations pursuant to air express tariffs. It is also clear that, 
under the operating exemption granted by the Board, REA also has had 

sufficient authority ro provide air express service and file rates and 
charges in connection with such service - an authority which has been 
delimited by the Air Express Agreement as approved by the Board. No 
evidence has been offered that, in passing on such agreements, the Board 
has ever suggested that the parties to them had no authority to file 
tariffs with the kind of rate structure under investigation herein. Thus, 
there is no basis for finding that the rates under investigation are un¬ 
lawful because the carriers lack the necessary operating authority. 


ULTIMATE CONCLUSIONS 

On the basis of the foregoing findings and conclusions and all the 
facts of record, it is found and concluded that: 

1. The interstate and overseas air express rates, charges, and 
provisions proposed in the tariffs listed in Appendix A to Orders 70-7-109 


53 / Railway Express Agency, Grandfather Certificate, 2 C.A.B. 531 (1941). 
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and 70-9-98, respectivflv, are unjust and unreasonable, and are, therefore, 
unlawful. 

2. The rates providing for additional revenue of approximately $1.0(i 
per shipment (exclusive of shipments of live animals and birds) authorized 
by Board Order 71-11-98 are unjust and unreasonable, and are, therefore, 
unlawful. 


3. The lawful minimum charge is $8.22 for any shipment subject to 
the tariffs referred to in paragraph 1 above relating to interstate and 
overseas transportation of air express (excluding shipments of live animals 
and birds), and weighing five pounds or less and moving at distance scales 
1 or 2; provided, however, that if REA and the air lines so concur in an 


agreement to publish rates, charges, and divisions conforming to the find¬ 
ings herein, they may make a lawful minimum charge of $8.50 foi* any ship¬ 
ment weighing ten pounds or less moving at any distance up Jfo and including 
scale 10. ^ 

U, The lawful maximum interstate and overseas air e>^ress rates ar- 
charges for the services subject to the tariffs referred to^^in^^^ragraph 1 
above are those set forth in Appendix E, attached. 

5. The divisions of revenue between REA on the one hand, and the-, 
air lines on the other, proposed in the Air Express Agreement (Agreement 
C.A.B, No. 17935) are unjust, unreasonable, and inequitable. 

6. The just, reasonable, and equitable divisions are those set forth 


in Appendix E-1 . attached; and acceptance by REA and the air lines of the 
said divisions Including a zone of reasonableness, within which they may 
negotiate, extending ten percent above or ten percent below any such 
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divisions at the related poundage and mileage bracket,shalI be a condition 
of Board approval of any carrier agreement proposing air express rates, 
charges, and divisions; provided, however, that if REA and the air lines 
agree to an $8.50 minimum charge as authorized in paragraph 3 above, a 
further condition of Board approval of any such carrier agreement regard- 
Ing air express rates, charges, and divisions shall be the inclusion of a 
provision therein for determining divisions of revenues at each poundage 
and mileage bracket subject to the $8.50 minimum charge in accordance with 
the percentage share of the cost divisions shown in Appendix E-l, attached, 
for each such poundage and mileage bracket, but subject to negotiation 
within the above zone of reasonableness. 

7. REA has not overpaid the air lines for the transportation of air 
express pursuant to the divisions in effect since April 9, 1970; accordingly, 
no retroactive adjustment of the divisions is required. 

8. The proposed charge of 30 cents per $100.00 of excess valuation 

is unjust and unreasonable and is, therefore, unlawful. The current charge 
of 18 cents per $100 of excess valuation is not unjust or unreasonable or 
otherwise unlawful. 

An appropriate order is attached. 


March 30, 1972 




Milton H. Shapiro 
Hearing Examiner 


Attachments 
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. UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 

Issued under delegated authority 


INVESTIGATION OF AIR EXPRESS RATES 


Docket 22387 


ORDER 

A full public hearing having been held in the above-entitled pro¬ 
ceeding and the examiner, upon consideration of the record, having 
issued an initial decision containing his findings and conclusions, 
pursuant to the authority delegated to Hearing Examiners under Rule 27 
of the Rules of Practice in Economic Proceedings, which initial deci¬ 
sion is attached hereto and made a part hereof, 

IT IS ORDERED THAT: 

1. The lawful maximum rates and charges for the interstate and 
overseas transportation of air express are those prescribed in the 
Initial decision. 

2. REA Express, Inc. and the direct air carrier parties to Tariff 
C.A.B. No. I issued by Agent G. T. Miano shall amend the said tariff to 
conform to the findings in the initial decision not later than 60 days 
after the effective date of this order, and on not less than 30 days' 
notice. 


3. Publication of the divisions of rates and charges found rea¬ 
sonable and equitable in the Initial decision shall be a condition of 
approval by the Board of the Air Express Agreement between REA Express, 
Inc. and the direct air carrier parties to Tariff C.A.B. No. I Issued 
by Agent G. T. Miano providing for the amendment of said tariff as 
directed in paragraph 2 above. 

The investigations herein be and they are hereby terminated. 

5. This order shall become effective as the final order of 
the Board on the 3lst day after the date of service of this order and 
the initial decision attached hereto unless a petition for discretionary 
review is filed within 21 days after service hereof in accordance with 







Rule 28 of the Rules of Practice in Economic Proceedings (14 CFR 302.28) 
or the Board issues an order to review upon its own initiative. If a 
petition for discretionary review is timely filed, or if action to review 
is taken by the Board upon its own initiative, the effectiveness of this 
order shall be stayed until further order of the Board. 



Milton H. Shapfro 
Hearing Examiner 
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STATEMENT OF THE SUBSIDIARY ISSUES 

I. What would be the impact of the proposed rate level and structure 
on the movement of traffic? 

II. Are the proposed rates reasonably related to the costs of air 
express service in the aggregate and at the different weights 
and distances involved? 

A. What is the cost of air express service to REA? 

1. What are the appropriate bases for allocating REA 
operating costs to air express service? 

B. Whar is the cost of air express to thi- direct carriers? 

C. What is the total cost to REA and the direct air carriers 
of providing air express service? 

D. Can the said rates^ charges and provisions be found to be 
unlawful if they do not exceed the sum of the fully 
allocated costs plus a fair return of REA Express and the 
fully allocated costs plus fair return of the airlines? 

111. Should actual or normalized Federal income taxes be recognized 
as an expense? 

IV. What interest expense is properly allocable to air express 
service? 

V. What is the appropriate rate of return t>n investment for air 
express service 

A. For REA? Is the return received by REA from air express 
reasonable if it is within the rangt- of return received 
by air freight forwarders? 

B. For the direct air carriers? 

VI, What is the used and useful investment properly allocable to air 
express service 

A. By REA? 


B. By the direct air carriers? 


APPENDIX A 
Page 2 of 3 
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C. Should accruals for deferred Federal income taxes be included 
in the investment base and, if so, what if any return should 
be allowed on such investment? 

VII. What is the reasonable rate level for air express shipments? 

Vlll. Should lawful rates or charges, or lawful minimum and/or maximum 
rates or charges, be prescribed? 

IX. What is the appropriate rate structure for air express shipments? 

A. Should the rate structure contain minimum rates or charges? 

1. If so, how should such minimum rates or charges be applied? 

2. What costs are reasonably attributable to minimum-charge 
shipments? 

B. Should the general commodity rate structure be based upon 
weight breaks, mileage increments, terminal and line haul 
charges, or some other basis? 

C. What, if any, recognition should be given to value of service 
in the rate structure? 

X. Are the proposed excess valuation charges reasonably related to 
costs incurred in addition to costs for a normal shipment? 

A. What, if any, costs including payments made on excess 
valuation declarations are solely attributable to shipments 
on which excess valuation is declared over and above the 
normal cost per shipment? 

B. What is the reasonable charge for excess valuation declara¬ 
tions? 

XI. Are those portions of the proposed agreement between REA and the 
direct carriers relating to the divisions of rates and charges 
adverse to the public interest or in violation of the Act? 


_!/ Other than the lawful minimum charge for live animals and 
birds, previously prescribed by the Board and not under investigation 
here. See Order E-26405, dated February 26, 1968. 
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Xll, Are the proposed divisions of rates and charges between REA and 
the direct carriers unjust or unreasonable or inequitable or 
unduly preferential or unduly prejudicial as between the carrier 
parties? 

A. Is the Civil Aeronautics Board authorized to prescribe 
divisions of the air express rates between REA Express, 
an indirect air carrier, and the airlines, as direct air 
carriers, or is th* Board's authority limited to approv¬ 
ing or disapproving the agreement between REA Express 
and the airlines pursuant to which the divisions are 
established? 

B. Vfhat is the appropriate basis for establishing divisions? 

C. If the proposed divisions are unlawful, what are the just, 
reasonable, and equitable divisions to be received by the 
participating carriers? 

Xlll. Would the proposed rates applying between points within the 
United States and Canada be unjustly discriminatory, unduly 
preferential, or unduly prejudicial; and, if so, how should 
such rates be altered or what order should be made to remove 
such discrimination, preference, or prejudice? 

XIV. Are existing and proposed air express rates applicable to ship¬ 
ments weighing 300 pounds or more so high as to be unjust and 
unreasonable? 
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Investigation Of Air Express Rates - Docket 223K7 

Air Express Revenues Of Air Lines And KEA 
At Examiners Lawf u l Rates 
Fiscal Year Ended September 26, 1971 
($ 000 ) 

Summary of Air Express Revenues : 



Amount 

Percent 

REA Express 

$45,254 

51.37. 

Air Lines 2/ 

42.968 

48.7 

Total 

$88,222 

100.07, 


U REA; 

$ 4.96-revenue per shipment (Appendix C-3) 

X 6,613.200 shipments (Appendix 1) 

$32,HOI,000 shipment revenue 

$ 1,31 revenue per piece (Appendix C-)) 

X 9,506.100 pieces (Appendix 1) 

$12,453,000 piece revenue 

2/ Air Lines: 

$ 4.52 revenue per piece (Appendix H-l, ($6.15 - 1.40) x 1.44 pieces 
X 9,506,1 00 pieces (Appendix 1) p,r shipment) 

$42,968,000 piece revenue 
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Investigation Of Air Kxprcss Kal.s - Uock.t 223W7 

REA's Operating Results at th.' Lnlerim and Susp.-nded Tariff Rates 
Operating Expenses as Comput.d hv the Examiner 
19h9 and 1970 
(•? 000 ) 


19f)9 _ _1970 


Item 


Int. rim 

Suspended 

Interim 

Suspend.’d 

Revenues \l 


$120,420 

$136,925 

$109,509 

$124,327 

Gross Payments to Air Carriers 

2/ 

41,190 

41,190 

40,648 

40,648 

Added Payments to Air Carriers 

3/ 

1,012 


906 

2,058 

Gross Revenue 


78,218 

93,475 

67,955 

81,621 

Operating Expenses 4/ 


58,920 

58.920 

56,672 

56,672 

Operating Profit 


19,298 

34,555 

11,283 

24,949 

Nonoperating Income 5/ 


120 

120 

236 

236 

Nonoperating Expense 5/ 


677 

677 

1.394 

1,394 

Net Income 


S 18.741 

$ 33,998 

$ 10.125 

$ 23.791 


j./ Appendix C, page 2 uf 2, line 3. 

2/ REA-D-801, A12, 413 (revised). 

3/ PC - Direct Brief, Appendix A as adjusted by examiner. 
4/ Appendix B. 

5/ 1969 - PC.R-859 

1970 - REA-D-412, 413 (revised). 
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Invesltgation Of Air Express Rates - Dockt-t 223H7 

Co mfulatlon of Air Express ».v.nu..s at th, ln„.r.. Su.p.nd^d R.t.., 

tor Cale ndar Years 1969 and 1970 - 

($ 000 ) 


Total Air Express Revenues 

Adjustment for General Commodity 
Traffic under Respective Rates 
(Line 9) 

Total Adjusted Revenue 

Actual Revenue per Shipment 

Revenue per Shipment: 

Interim Tariff 
Suspended Tariff 

Increase in Revenue per Shipment 

Number of Shipments General 
Commodity Traffic (000) 

Increased Revenue 


1969 


Interim Suspended InterT 


1970 


Suspended 

$ 98,048 U $ 98,048 1/ $101,360 2/ $101,360 2/ 


22,372 


38,877 


8,149 


22,967 


i^36.925 $109,509 $124,327 

$ 9.53 3/ $ 9.53 3/ $ 10.98 4/ $ 10.98 4/ 


11.97 5/ 


$ 2.44 


11.97 5/ 


13.77 6/ _ 

$ 4.24 $ .99 


13.77 6/ 
$ 2.79 


9,169 3/ 9,169 3/ 8,232 4/ 8,232 4/ 

$ 22,372 $ 38,877 $ 8,149 $ 22,967 


1/ REA-D>801 (revised). 

2/ REA-D>414 (revised). 

3/ REA-lR-l. 

4/ REA-IR-Ib. 

, _ ^ ,759,308 j 6,244,500 shipments ■ $ 11 . 97 ) 

6/ Estimated revenue per shipment 157. above interim ($11.97 x 115% 


$13.77) 
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APPENDIX C-2 
Page 2 of 2 

Inveetlgation Of Air Express Rates - Docket 223B7 

REA Domestic Air Express Return and Taxes 
1969 - 1970 
(In $ 000) 

EXPLANATORY NOTES 


1/ BC-RE-103 Revised, Page 1. 

2/ 'EA-REB-2126, Page 3, Footnote 9. 

3/ Adjusted Investment x 12.35% 

4/ Return on Investment Less Interest Expense. 
5/ Return on Equity (Net of Tax) x S2X • 487. 

6/ Return on Investment Plus Computed Tax. 


2/ Derived as follows: Amount 

System (Appendix C»l) _ 

. Total Operating Expense 292,533 

Less: Depreciation 6,563 

Cash Operating Expense 285,972 

Domestic Air (Appendix C-1) 

Total Operating Expense 60,006 

Less: Depreciation 1,023 

Cash Operating Expense 58,983 

Ratio of Domestic Air Cash Operating 

Expense of System 20,637. 

8/ Derived as follows: Average 

Amount 


Total Equipment-System 28,006 

Less: Assignable to Surface-Railroad Cars * 

and Line Equipment (BC-RE-103, Page 2) 4.819 

Assignable to Surface and Air 23,187 

OosMStlc Air Piece Ratio 18.60 % 

Allocated to Air 4.313 


9/ Derived as follows: Average 

Amount 


Total Insurance and Other Funds-System 205 

Less: Assignable to Surface: 

(1) Lease Performance Security, PIC-Walsh Freight Co. 6 

(2) Marsh and McLennan Surface Cargo Insurance Deposit _ 172 

Assignable to Surface and Air 27 

Cash Operating Expense Ratio 20.63% 

Allocated to Air 6 

10 / Derived as follows: Average 

Aoiount 


Total Unadjusted Debits and Other Def. Assets 2,761 

Less: Aaslgnable to Surface-Unamortlzed 

Over the Road Franchise Costs 799 

Aaslgnable to Surface and Air 1,962 

Cash Operntlng Expense Ratio 20.63 % 

Allocated to Air 405 


11 / In easM proportion aa Domestic Air Investment Is of System 
12 / Total Return and Tax • Total Operating Expense 


15.75%' 
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AFPKNDIX C-) 

Fagf 1 of M 


Invi-sligal ion Of Air h-xpri ss Kai« s - Uocktrf. 2i3H7 

KxamintT's Computation of KKA Kxpross 
Costs by Wojght 


1970 


Weigh t 

Pi»ces 1/ 

Piece 
Charge 2/ 

Pii'Ce 

Cost 

Shi pment 
Cost 2/ 

Tf'tal 

Cost 

5 

1.05 

1.31 

1.3H 

4.96 

6.34 

10 

1.07 

1.31 

1.40 

4.96 

6.36 

15 

1.12 

1.31 

1.47 

4.96 

6.43 

20 

1.21 

1.31 

1.59 

4.96 

6.55 

25 

1.30 

1.31 

1.70 

4.96 

6.66 

30 

1.3H 

1.31 

l.Hl 

4.96 

6.77 

40 

1.57 

1.31 

2.Of) 

4.96 

7.02 

50 

1.7H 

1.31 

2.33 

4.96 

7.29 

75 

2.32 

1.31 

3.04 

4.96 

H.OO 

100 

2.H4 

1.31 

3.72 

4.96 

H.6M 

200 

4.H5 

1.31 

h.35 

4.96 

11.31 

300 

5.75 

1.31 

H.H4 

4.96 

13,HO 


y Pieces per shipment saim- as KC-DC-701. 

2/ KEA piece cost and shipment costs from this appendix. 
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APPENDIX C-3 
Pagi- 2 of H 

Invist. igai ion Of Air Kxpr< ss Kales - Docket 223HT 

Examiner's AI local ii>n t'f Kl-A D o mesi ic Air Express Kxpi nses 

Inlo S hipiiH n l_ and Piece Kelaled Caltm' i'ies 

For lear Kndtd Decemher 27, 1970 
( 00(1 t 


As Alloc.iled 


Account 

io Domestic 

Ri laied to 


Description 

Air Express 1/ 

Shipmi nl s 

PilCeS 

Overhead 

Sununarv 





Equipment Maintenance 

S 3, •40 3 

$ 3,301 

S 102 

- - 

Transportation 


27,447 

6,520 

$ 916 

Terminal 

10.3H3 

3,516 

6,130 

739 

Operations 

327 

-- 


327 

Traffic 



-- 

569 

Insurance 

1,1A3 

1 ,027 

6 

150 

Marketing 

1 ,H4A 

III 

-- 

1,767 

Finance and Administration 

2,123 



2,123 

Personne1 

(H21 ) 


-- 

(621) 

Executive 

h71 



671 

Gene-at 

2,H52 



2,652 

Depreciation 

f)()9 

446 

163 

-- 

Taxes 

■ uuu 

354 

52 

36 

Total Operating Expenses 

55H.34M 

$36,202 

$12,973 

$9,373 

Adjustment for "Other" Ki-venues 

JH3 

3H4 

-- 


Adjusted Operating Expenses 

$3M.Ih4 

$35.HIM 

$12,973 

$9,373 

Ratio of Overhead to Direct Assignments 




19.217. 

Distribution of Overhead 


6.KH1 

2.492 


Total Shipment and Piece Related Expi-nsi' 

$5H, lf)4 

$42,699 

$15,465 


Return and Taxes §0.01513 (Appendix C-2) 

HHh 

652 

234 


Total Shipment and Piece Related Costs 

$59,050 

$43,351 

$15,699 


Domestic Shipments and Pieces 


6.252,953 

11,966, 

132 

Unit Costs 




Shipment and Piece Related Costs 


4.96-' 

1.31 



_!/ See Appendix C-I . 

2/ Li'ss 2*iC fur Valu«- Chargt s, C.U.D. Fi'es, and other Accessorial Charges. 







Exaininer*s AlUcation of RtA Dmnfstic Air Express Expenses 
Into Shipment and Piece Related Categories 
26 Weeks Knded June* 28, 1970 
(in $000) 
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InvL'Kligaiion of Air hxprt-ss kan s - Uockci 22i»7 

Airlini'S* Costs i>f Air Kxnrfss 
Shipme nts by Weight and Uisianct- - 1970 
<in $) 



5 

10 

15 

20 

25 

50 

75 

100 

200 

30(t 

Mi U s 

lbs. 

lbs. 

lbs. 

lbs. 

lbs. 

lbs. 

lbs. 

lbs. 

lbs. 

lbs. 

200 

1..1H 

2.21 

2.90 

3.32 

4.10 

6.00 

H. 16 

10.71 

21.62 

3(»..^6 

300 

1.9H 

2.3H 

3.05 

3.67 

4.33 

6.49 

9.2H 

12.09 

23.49 

39.67 

400 

2.05 

2.62 

3.09 

3.62 

4.53 

6.96 

9.74 

12.82 

24.67 

36.34 

500 

2.08 

2.66 

3.14 

4.02 

4.84 

7.53 

10.82 

14.15 

26.98 

41.02 

600 

2.IK 

2.79 

3.39 

4.05 

5.07 

H.02 

12,17 

15.77 

28.85 

43.24 

700 

2.15 

2. HO 

3.56 

4.33 

5.43 

H.60 

12.OH 

15.90 

30.61 

44.75 

KOO 

2.2H 

2. HO 

3.90 

4.37 

5.50 

H.96 

13.46 

17.56 

31.14 

50.64 

900 

2.2K 

2.92 

3.97 

4.66 

5.64 

9.36 

13.51 

17.88 

33.36 

52.57 

1000 

2.30 

2.96 

4.06 

5.24 

6.2H 

10.27 

14.19 

18.82 

37.69 

55.73 

IlOO 

2.47 

3.17 

4.44 

5.1H 

5.40 

10.65 

16.20 

21.09 

38.63 

58.43 

1200 

2.3H 

3.19 

4.30 

5.43 

6.51 

ll.OO 

15.88 

21.03 

40,91 

38.34 

1300 

2.44 

3.69 

4.86 

5.67 

6.45 

11.21 

17.39 

22.81 

42.81 

61.59 

1400 

2.52 

3.53 

4.47 

5.55 

7.03 

12.05 

17.16 

2.i.H3 

45.30 

65.76 

1500 

2.51 

3.47 

4.62 

6.00 

7.29 

12.56 

IH.92 

24.84 

46.89 

69,84 

1600 

2.67 

3.65 

4.93 

6.35 

7.27 

12,HI 

IH.43 

24.62 

47.62 

71.37 

1700 

2.o2 

3. HO 

5.15 

6.66 

H.OO 

1 3. HO 

19.29 

25.75 

50,76 

7 ♦ 

IHOO 

2.67 

3.H6 

5.52 

6.43 

K.21 

14.28 

21.20 

27.91 

53.15 

/ • i6 

1900 

2.K3 

3.H9 

5.16 

7.33 

H.36 

14.53 

20.94 

27.76 

56.82 

88.34 

2000 

2.Hi 

4.OH 

5.59 

7.02 

8.5H 

15.15 

23.44 

30.65 

56.38 

88.3b 

2100 

2.97 

4.31 

5.85 

6.93 

8.71 

15.54 

22.22 

29.70 

60.47 

89.35 

2200 

2.HH 

4.30 

5.71 

H.02 

8.94 

16.02 

22.94 

3(i.67 

61.68 

92.77 

2300 

3.35 

4.29 

6.06 

7.65 

9.30 

16.63 

24.56 

32.53 

62.17 

93.07 

2400 

3.07 

4.45 

6.26 

7.73 

9.52 

17.12 

25.19 

33.44 

65.67 

97.93 

2500 

3.03 

4.67 

6.54 

H.K5 

9. HO 

17.67 

25.67 

34.17 

68.01 

103.8-» 

2600 

3.29 

4.97 

6.5H 

8.54 

10. H7 

18.99 

26.27 

33.03 

70.61 

106.20 

2700 

3.14 

5.OH 

6.7H 

8.16 

10.13 

1H.50 

27.40 

36.42 

73.57 

112.18 

2K00 

3.21 

4.9i 

6.85 

8.71 

10.74 

19.37 

2H.51 

37.78 

74,30 

111.82 

2900 

3.27 

5.03 

7.03 

8.94 

11.03 

19.94 

29.38 

38.93 

76.60 

113.27 

3000 

3.3K 

5.13 

7.18 

9.15 

11.29 

20.46 

30.16 

39,97 

78.68 

118.39 

3500 

3.64 

5.65 

7.96 

10.19 

12.59 

23.06 

34.0b 

45.17 

89.08 

r33.99 

4000 

3.90 

6.17 

H.74 

11.23 

13.89 

25.66 

37.96 

50.37 

99.48 

149.39 

4500 

4.16 

6.69 

9.52 

12.27 

15.19 

28.26 

41.86 

55.57 

109.88 

165.19 

5000 

4.42 

7.21 

10.30 

13.31 

16.49 

30,86 

45.76 

60.7 7 

120.28 

180.79 

Si>urc«- 
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1 




Investigation Of Air 

Lawful Air Express 

Expr»'ss 

Kates as 

Kales - Docket 2238 

Found bv Examiner 

/ 

Scale < 

(Miles-00) 30 

_35_ . 

_40_ 

45 

50 

Weight Breaks 

5 Pounds $ 9.72 

$ 9.98 

$10.24 

$10.50 

$10.7b 

10 

11,49 

12.01 

12.53 

13.05 

13.57 

15 

13.61 

14.39 

15.17 

15.95 

16.73 

20 

15.70 

16.74 

17.58 

18.82 

19.86 

25 

17.95 

19.25 

20.55 

21.85 

23.15 

50 

27.75 

30.35 

32,05 

35.55 

38.15 

75 

3H. 16 

42.06 

45.96 

49.86 

53.76 

100 

48,65 

53.85 

59.05 

64.25 

69.45 

200 

89.99 

100.39 

110.79 

121.19 

131.59 


300 


132.19 147.79 163,39 17«.99 19i.59 



5^1(a) 


Invest igai ion Of Air Kxpress Rales - IXick. t 

fclxamlner's Total Cost fur Air Express Shlpmenls 
By Weight and Otstance and Cost Dlvistcns - L«j7 <) 
(By Dollars and Percentage Share) 


APPKNDIX t.-l 
P.lKe I !•( '} 


MlLl'.S POL'N PS 



5 

10 

15 

20 

25 

50 

_7J_ 

IIUI 

200 

1(10 

200 KhiA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

6\00 

8.68 

11.31 

1 1.80 

AIR 

l.KH 

2.21 

2.90 

3.32 

■». 10 

6.00 

8.16 

10.71 

21.62 

10,26 

TOT 

H.22 

H.57 

9.33 

9.87 

10.76 

13.29 

16.16 

19. 19 

32.93 

44.06 

REA 

77. 

74. 

69. 

66. 

62. 

55. 

50. 

45. 

34. 

31. 

AIR 

23. 

26. 

31. 

34. 

38. 

45. 

50. 

55. 

66. 

69. 

300 REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.68 

11.31 

13.«0 

AIR 

1.9H 

2.3K 

3.05 

3.67 

4.33 

6.49 

9.28 

12.09 

23.49 

39.67 

TOI 

K.32 

H.74 

9.48 

10.22 

10.99 

13.78 

17.28 

20.77 

34.80 

53.47 

REA 

76. 

73. 

68. 

64. 

61. 

53. 

46, 

42. 

32. 

26 , 

AIK 

24. 

27. 

32. 

36. 

39. 

47. 

54. 

58. 

68. 

74. 

400 REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.68 

11.31 

13.80 

AIR 

2.05 

2.62 

3.09 

3.62 

4.53 

6.96 

9,74 

12.82 

24.67 

36.54 

TOT 

H.39 

8.98 

9.52 

10.17 

11.19 

14.25 

17.74 

21.50 

35.98 

50.34 

REA 

76. 

71. 

68. 

64. 

60. 

51. 

45. 

40. 

31. 

27, 

AIR 

24. 

29. 

32. 

36. 

40. 

49. 

55. 

60. 

69. 

73. 

500 REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.68 

11.31 

13.80 

AIK 

2.OH 

2.66 

3.14 

4.02 

4,84 

7.53 

10.82 

14.15 

26.98 

41.02 

roT 

H.42 

9.02 

9.57 

10.57 

11.50 

14,82 

18.82 

22.83 

38.29 

54.82 

REA 

75. 

71. 

67. 

62. 

58. 

49. 

43, 

38. 

30. 

25. 

AIR 

25. 

29. 

33. 

38. 

42. 

51. 

57. 

62, 

70. 

75, 

600 REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.68 

11.31 

13.80 

AIR 

2.IH 

2.79 

3.39 

4.05 

5.07 

8.02 

i;M7 

15.77 

28.85 

43.24 

TOl 

H.52 

9.15 

9.82 

10.60 

11.73 

15,31 

20.17 

24.45 

40,16 

57.04 

REA 

74. 

70. 

65. 

62. 

57. 

48. 

40. 

36. 

28. 

24. 

AIR 

26. 

30. 

35. 

38. 

43. 

52. 

60. 

64. 

72. 

76. 

700 REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.68 

11.31 

13.80 

AIR 

2.15 

2.80 

3.56 

4.33 

5.43 

8,60 

12.08 

15.90 

30.61 

44.75 

TO! 

H.49 

9.16 

9.99 

10.88 

12.09 

15.t<9 

20.08 

24.58 

41.92 

58.55 

REA 

75. 

69. 

64. 

60. 

55. 

46. 

40. 

35. 

27. 

24. 

AIR 

25. 

31. 

36. 

40. 

45. 

54. 

60. 

65. 

73. 

76, 

HOO REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.88 

11.31 

1 1.80 

AIR 

2.2H 

2.80 

3.90 

4.37 

5.50 

8,96 

13.46 

17.56 

31.14 

5C.64 

TOT 

H.62 

9.16 

10.33 

10.92 

12.16 

16.25 

21.46 

26.24 

42.45 

64.44 

REA 

74. 

69. 

62. 

60. 

55. 

45. 

37, 

33. 

27. 

21. 

AIK 

26. 

31. 

38. 

40. 

45. 

55. 

63. 

67. 

73. 

79. 




5il2(a) 

APPENDIX E-1 

Pagt.' 2 of 5 Invi KLigdl ion of Air ilxpi i ss K.ut s - Diaki t 223H7 

Exdnilnt'f' H lolal Cost for Ati- K y. pr t ss S hipn i» nls 
Bv Weight and Distance- and Ci>s l Uivisions _ - 197 0 


(Bv Di)llnrK and Pi-rci-nl 


miles POl, NDS 




5 

10 

15 

20 

_25_ 

" Too " 

REA 

6,34 

6.36 

6,43 

6,55 

6.66 


AIR 

2.28 

2.92 

3.97 

4.66 

5.64 


TOT 

8.62 

9.28 

10.40 

11.21 

12,30 


REA 

74. 

69. 

62, 

58. 

54, 


AIR 

26. 

31. 

38. 

42. 

46. 

1000 

REA 

6.34 

6.36 

6,43 

6.55 

6.66 


AIR 

2.30 

2.96 

4.06 

5.24 

6 . 28 


TOT 

8,64 

9.32 

10.49 

11.79 

12.94 


REA 

73. 

68 , 

61. 

56. 

51. 


AIR 

27. 

32. 

39. 

44. 

49. 

1100 

REA 

6.34 

6.36 

6.43 

6.55 

6.66 


AIR 

2,47 

3.17 

4.44 

5.18 

5,40 


TOT 

8,81 

9.53 

10.87 

11.73 

12.06 


REA 72. 67. 59. 56. 55. 

AIR 2H. 33. 41, 44. 45. 

1200 REA 6.34 6.36 6.43 6.55 6.66 

AIR 2.3M 3.19 4.30 5.43 6.51 

TOT H.72 9,55 10.73 11.98 13.17 

RtA 73. 67. 60. 55. 51. 

AIR 27. 33. 40. 45. 49. 

1300 REA 6.34 6.36 6.43 6.55 6.66 

AIR 2.44 3.69 4.86 5.67 6.45 

TOT 8.78 10.05 11.29 12.22 13.11 

REA 72. 63. 57. 54. 51. 

AIR 28. 37. 43. 46. 49. 

1400 REA 6.34 6.36 6.43 6.55 6.66 

AIR 2.52 3.53 4.47 5.55 7.03 

TOT 8,86 9.89 10,90 12.10 13.69 

REA 72. 64. 59. 54. 49. 

AIR 28. 36. 41. 46. 51. 

13(M) REA 6.34 6.36 6.43 6.55 6.66 

AIR 2.51 3.47 4.62 6,00 7.29 

TO! 8.85 9.83 11.05 12.55 13.95 

REA 72. 65. 58. 52. 48. 

AIR 28. 35, 42. 48. 52. 


af^^■ Shari) 


50 

75 

100 

200 


7.29 

8.00 

8.68 

I’i.'ii 

13.80 

9.36 

13.51 

17.88 

35.36 

52.57 

16.65 

21.51 

26.56 

46,67 

66.37 

44. 

37. 

33. 

24. 

21. 

56. 

63. 

67. 

76. 

79. 

7.29 

8.00 

8.68 

11.31 

13.80 

l«).27 

14. 19 

18,82 

37.69 

55.73 

17.56 

22.19 

27.50 

49.00 

69.53 

42. 

36. 

32, 

23. 

20. 

58. 

69. 

68. 

77. 

80. 

7.29 

8.00 

8.68 

11.31 

13.80 


10,65 16.20 21.09 38.63 58.43 

17,94 24.20 29.77 49.94 72.23 

41. 33. 29. 23. 19. 

59. 67. 71. 77. 81. 

7.29 8.00 8.68 11.31 13.80 

11,00 15.88 21.03 40.91 58,34 

18.29 23.88 29.71 52.22 72.14 

40. 34. 29. 22. 19. 

60. 66. 71. 78. 81. 

7.29 8.00 .S.68 11.31 13.80 

11.21 17.39 72.81 42.81 61.59 

18.50 25.39 31.49 54.12 75.39 

39. 32. 28. 21. 18. 

61. 68. 72. 79. 82. 

7.29 8.00 8.68 11.31 13,80 

12.05 17.16 22.83 45.30 65.76 

19.34 25.16 31.51 56.61 79.56 

38. 32. 28. 20. 17. 

62. 68. 72. 80. 83. 

7.29 8.00 8.68 11.31 13.80 

12.56 18.92 24.84 46.89 69.84 

19.85 26.92 33.52 58.20 83.64 

37. 30. 26. 19. 16. 

63. 70. 74. HI. 84. 








5^3(a) 


Al'l’l.NUIX t -1 

I’ IK* } J 


lnv<-Hl iK<>t ion ilf Air Kxpr>ss K.iit-s - Docket i2jK7 

Examiner's Tol.ti Cost for Air Kxpn ss Shipiinnts 
By Wei ght an d Distano’ and Cost Divisions - I 
(liv Dollars and He ( cent age Share) 


MILKS POINDS 



5 

10 

15 

_ 

_2^ _ 

50 

75 

loo 

2( H I 

11 III 

IhOO KKA 

f>.34 

6.36 

6.43 

6.3 b 

6.66 

7.29 

8.00 

8.68 

” 11 * 17 *“ 

”l' i,'^ 

AIK 

2.67 

3.65 

4.93 

6.35 

7,27 

12.81 

18.41 

24.02 

47 .0 2 

71.17 

iOl 

').0l 

10.01 

11.36 

12,90 

1 1.93 

20.10 

26.43 

33.30 

b" .9 1 

8 5.17 

KKA 

70. 

64. 

57. 

51. 

4K. 

36. 

30. 

26 . 

19. 

16. 

AIK 

30. 

36. 

43. 

49 . 

52. 

6 4. 

70, 

7 4, 

-1 . 


1700 KKA 

6.34 

6.36 

6.43 

6.55 

6,66 

7.29 

8.00 

8.08 

11.11 

1 1.8(1 

AIK 

2.62 

3. HO 

5.15 

6,6h 

H.OO 

13.80 

19,29 

25.75 

5.1.70 

78,24 

10 i 

H.96 

10.16 

11.5H 

13.21 

14.66 

21,09 

27,29 

14,43 

0 2.07 

9 2.04 

KKA 

71. 

63. 

56. 

50. 

45. 

35. 

29, 

25. 

1 8 , 

1 5. 

AIK 

29. 

37. 

44. 

50. 

55. 

65. 

71. 

73. 

82. 

85. 

IHOO KKA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

H.OO 

8.08 

11.11 

1 1.80 

AIK 

2.67 

3.H6 

5.52 

6.43 

H.21 

14.28 

21.20 

27.91 

51,15 

77.16 

TOT 

9.01 

10.22 

11.95 

12.9H 

14.87 

21.57 

29.20 

16.59 

0 4.40 

911,96 

KKA 

70. 

62. 

54. 

50. 

45. 

34. 

27. 

24. 

18. 

15. 

AIK 

30. 

3H. 

46. 

50. 

55. 

h6. 

73. 

76. 

82, 

85. 

l<jO() KKA 

6.34 

6.36 

6.43 

6.55 

h . h6 

7.29 

8.00 

8.08 

11.11 

1 1.8II 

AIR 

2.H3 

3.H9 

5.16 

7.33 

8.36 

14.53 

20.94 

27.76 

50.82 

88,14 

TOT 

9.17 

10.25 

11.59 

13.HH 

15.«)2 

21.82 

28.94 

36.44 

68.11 

102.1 4 

KKA 

69. 

62. 

55. 

47. 

44. 

11. 

28. 

24. 

17. 

1 

AIR 

31. 

3H. 

45. 

53. 

56, 

67 . 

72. 

70. 

8 1. 


2000 KKA 

6.34 

6.36 

6.43 

6.55 

6.6h 

7.29 

8,00 

8.08 

11.11 

1 i.H(» 

AIR 

2.81 

4.OH 

5.59 

7.02 

8.58 

15.15 

23.44 

30.65 

56.58 


TOT 

9.15 

10.44 

12.02 

13.57 

15.24 

22.44 

31.44 

19. 11 

07.89 

102.10 

REA 

69. 

61. 

53. 

4H. 

44. 

12. 

25. 

22, 

17. 

1 4. 

AIR 

31. 

39. 

47. 

52. 

56. 

08. 

75. 

78. 

8 1, 

80 , 

2100 REA 

6.34 

6.36 

6.43 

6.55 

h ,hh 

/■ , 29 

8.00 

8,08 

11.11 

1 1.8(1 

AIK 

2.97 

4.31 

5.H5 

6.9 J 

8.7! 

15.54 

22.22 

29.70 

0(1. 47 

89,1) 

TO! 

9.31 

10.67 

12.2H 

13.4H 

15.17 

2,' .8 t 

30.22 

18. 18 

71.78 

lO 1. 1 ) 

KKA 

6m. 

60. 

52. 

49. 

4 1. 

12. 

26, 

2 1. 

10. 

1 1. 

AIK 

32. 

40. 

4h. 

51. 

57. 

08 . 

74. 

7 7, 


8/' , 

2200 KKA 

6.34 

6.36 

6.43 

6.55 

h.lth 

. . 29 

8.(HI 


11.11 

1 1,8(1 
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Examine r's iota 
By Weight and Di 


11 u>st fe>r Ai r Expre-s s bh 1 
Akancf and Ce>si Dlvlslems" 
ars and PiTce-ntage- Share’) 


1170 


MILES 


2400 REA 6.34 6.36 6.43 6.55 6.66 

AIR 3.07 4.45 6.26 7.73 9.52 

TOT 9.41 10.81 12.69 14.28 16!l8 


2500 REA 
AIR 
TOT 


2600 REA 
AIR 
TOT 


2700 REA 
AIR 
TOT 


2800 REA 
AIR 
TOT 
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Investigation Of Air Express Rates • Docket 22387 

Exaaitner*s Total Cost for Air Express Shtpisents 
By Weight and Distance and Cost Divisions - 1970 
(By Dollars and Percentage Share) 


MILES POUNDS 



5 

10 

15 

20 

25 

50 

75 

100 

200 

300 

3000 REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.68 

K.31 

13.80 

AIR 

3.38 

5.13 

7.18 

9.15 

11.29 

20.46 

30.16 

39.97 

78.68 

118.39 

TOT 

9.72 

11.49 

13.61 

15.70 

17.95 

27.73 

38.16 

48.65 

89.99 

132.19 

REA 

65. 

55. 

47. 

42. 

37. 

26. 

21. 

18. 

13. 

10. 

AIR 

35. 

45. 

53. 

58. 

63. 

74. 

79. 

82. 

87. 

90. 

3500 REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.2'') 

8.00 

8.68 

11.31 

13.80 

AIR 

3.64 

5.56 

7.96 

10.19 

12.59 

23.06 

34.06 

45.17 

89.08 

133.99 

TOT 

9.98 

12.01 

14.39 

16.74 

19.25 

30.35 

42.06 

53.85 

100.39 

147.79 

REA 

64. 

53. 

45. 

39. 

35. 

24. 

19. 

16. 

11. 

9. 

AIR 

36. 

47. 

55. 

61. 

65. 

76. 

81. 

84. 

89. 

91. 

4000 RCA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.68 

11.31 

13.80 

AIR 

3.90 

6.17 

8.74 

11.23 

13.89 

25.66 

37.96 

50.37 

99.48 

149.59 

TOT 

10.24 

12.53 

15.17 

17.58 

20.55 

32.95 

45.96 

59.05 

110.79 

163.39 

REA 

62. 

51. 

42. 

37. 

32. 

22. 

17. 

15. 

10. 

8. 

AIR 

38. 

• 49. 

58. 

63. 

68. 

78. 

83. 

85. 

90. 

92. 

4500 REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.68 

11.31 

13.80 

AIR 

4.16 

6.69 

9.52 

12.27 

15.19 

28.26 

41.86 

55.57 

109.88 

165.19 

Tar 

10.50 

13.05 

15.95 

18.82 

21.85 

35.55 

49.86 

64.25 

121.19 

178.99 

REA 

60. 

49. 

40. 

35. 

31. 

21. 

16. 

14. 

9. 

8. 

AIR 

40. 

51. 

60. 

65. 

69. 

79. 

84. 

86. 

91. 

92. 

5000 REA 

6.34 

6.36 

6.43 

6.55 

6.66 

7.29 

8.00 

8.68 

11.31 

13.80 

AIR 

4.42 

7.21 

10.30 

13.31 

16.49 

30.86 

45.76 

60.77 

120.28 

180.79 

TOT 

10.76 

13.57 

16.73 

19.86 

23.15 

38.15 

53.76 

69.45 

131.59 

194.59 

REA 

59. 

47. 

38. 

33. 

29. 

19. 

15. 

12. 

9. 

7. 

AIR 

41. 

53. 

62. 

67. 

71. 

81. 

85. 

88. 

91. 

93. 


Source: Appendix C>3 for REA costs. 

Appendix D-4 for Air Line costs. 
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\/ Aaerican Airlines (See Page 2). 

2/ Average of five forwarders (See Page 2). 
PC-R-506; includes pickup and delivery 
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Sources: 

Eim-ry Freight Corp., Air Freieht Rate tariff No. GC-2. C.A.Ii. 

Nt). 3H and Air Freight Pickup and Delivery Tariff No. H, C.A .Ii. 
No. 53. 


Airborne Freight Corp., Rate Tariff N o. 5-A, C.A. I i. No. 22 . 

Wings c. Wheels Express, Inc., Air Frt ight Rate tariff No. GC-h, 
C.A.B. No. 13 and Ajr Freight Pickup and D«-Li very ta riff No. 2, 
C.A.B. 11 . 

Novo Air Freight Corp., Air Freight Tariff No. 2, C.A.B. No. 

42 , and Pickup and Delivery Tariff No. 1, C.A.B., No. 43 . 

Shulman Air Freight, General ComnH>ditv lariff. No. 4.A. C.A.B. 
No. H. 


Airline Tariff Publishers, Agent, Official Air Frtight Rate 
Tariff No. 2, C.A.B. No. B . and Official Air Frt-ight Pickup 
and Delivery Tariff. No. 3C. C.A.B. No. 19 . 


Note: All rates taken from the latest tariffs on file in the lariffs 

Section, Civil Aeroniutics Board, March 7, 1472. 
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16.65 

17.43 

40.00 

39.67 

24.60 

21.16 

12.40 

13.80 

5 

27.00 

21.23 

41.48 

41.02 

25.50 

17.36 

12.40 

13.80 

10 

38.25 

37.44 

56.40 

55.73 

27.00 

21.42 

12.40 

13.80 

14 

50.40 

48.77 

66.59 

65.76 

26.25 

20.66 

12.40 

13.80 

20 

72.00 

72.28 

88.45 

87.36 

21.60 

16.97 

12.40 

13.80 

24 

86.40 

86.74 

98.18 

97.93 

24.15 

19.35 

12.40 

13.80 

Sources: Co 

lumns 1, 2, 

3, 6 6 7: 

REA-REB-24()2, Revised; and Exhibits PC- 

R-875, 87 

6. 


Column 5: Appendix K-l. 

Column 9: Appendix C-3, page 1; and Appendix K-1, 
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APPENDIX 1 
Pagt* I of 2 



Investigation 

Of Air Express 

Ratos . Docket 223^7 

Summary of Total Air Express 

Traffic and Revenue 

1969. 1970 and 

Fiscal Year Ended Seotember 26. 

1971 

Calendar Year 
1969 1/ 

Calendar Year 
1970 2/ 

Fiscal 
Year Ended 
September 26. 

Shipments 

9,866,300 

8,835,000 

6,643,800 

Pounds ( 

267,425,360 

243,864,306 

181,396,200 

Average OtuD Distance 4/ (miles) 

774.5 

774.5 

774.5 

Ton.Miles (000) 

103,560 

94,436 

70,246 

Circuity 5/ 

107.9 

107.9 

107.9 

Ton.Miles (000) 

111,741 

101,896 

75,795 

‘’ieces 

14,176,800 

12,722,400 

9,562,600 

Air Express Revenue ($ 000) 

$96,471 

$98,812 

$79,591 

Average per shipment: 




Pounds 

27.11 

27.60 

27.30 

Pieces 

1.44 

1.44 

1.44 

Revenue 

$9.78 

$11.18 

$11.98 


U REA-lR-1, 3; and PC Direct Brief, Appendix A, page 5 of 6. 
2/ REA-IR-16; and PC Direct Brief, Appendix A, page 5 of 6. 

3/ REA.1R.23 through 30. 
j;/ PC.459, page 2 of 3. 

5/ PC.458, page 1 of 2. 
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UNITED STATES OF AMERICA 
Civil. AERONAUTICS BOARD 
WASHINGTON, D. C. 


EXPRESS SERVICE INVESTIGATION 

DOCKET 22388 


INITIAL DECISION OF EXAMINER JAMES S. KEI'TH 
Served: May 25, 1972 


Upon: 

...rai.! iiatf!.3v.-s . 815 Connecticut Avenue, N.W., Washington, D.C. 

S'- • I.-' rz'. E;:prcss, Inc. 

Russell S. Bernhard , 1625 K Street, N.W., Washington, D.C. 

2'jJv)6 for the Participating Airlines. 

Robert N. Melser , 1730 Rhode Island Avenue, N.W., Washington, T.r, 
20036 for Air Freight Forwarders Association & Participating Forwarders. 

William R. Kraham , Watergate Six Hundred, Washington, D.C. 2003' 
lor Aero Special Air Freight, Inc. 

Paul Reiber , I625 Eye Street, N.W., Washington, D.C. 20006 lor 
BOR-Air Freight Company, Inc. 

John L. Richardson . Suite 1100, I660 L Street, N.W., Washington, 
20036 for C. F. Air Freight, Inc. 

Alan F. Wohlstetter . One Farragut Square South, Washington, D.C. 
20006 for Domestic Air Express, Inc. 

Jerry W. Ryan . 1100 Connecticut Avenue, N.W., Washington, D..’. 
20036 for Emery Air Freight Corporation. 

Henry Jenom . I5I Oliver Street, Newark, New Jersey 07IO5 for 
Imperial Air Freight Service, Inc. 


This initial decision is rendered pursuant to the authority delegateu to 
Examiners under Rule 27 of the Rules of Practice in Economic Proceedings. 
It becomes effective as the final order of the Board 30 days after service 
thereof unless a petition for discretionary review is filed within 21 days 
after service thereof in accordance with Rule 28 or the Board issues an 
order within said 30-day period to review upon its own initiative. If a 
petition for discretionary review is timely filed or action to review is 
ta .< n by the Board upon its own initiative, the effectiveness of this 
initial decision is stayed until further order of the Board. 
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Arthur D. Bernstein . 1054 - 31st Street, N.W., Washington, D.C. 

20007 for J. E. Bernard & Co., Inc. 

Gary L. Zimmerman . Suite 201, 9100 Wilshire Boulevard, Beverly Hills, 
California 90212 for Jet Air Freight. 

Richard P. Taylor . 1250 Connecticut Avenue, N.W., Washington, D.C. 
20036 for Southern Pacific Air Freight, Inc. 

Rubin Steiner , 153-4o Rockaway Boulevard, Jamaica, New York 11434 
for Trans-Air Freight System Inc. 

Paul Y. Seligson , 2021 L Street, N.W., Washington, D.C. 20036 for 
United Parcel Service Company. 

Robert W. Oliver . 1100 Connecticut Avenue, N.W., Washington, D.C. 
20036 for Wells Fargo Air Express, Inc. 

Joseph B. Goldman . Suite 900, 1776 K Street, N.W., Washington, D.C. 
20006 for Wings and Wheels Express Inc. 

Robert D. Rierson , 10 South Riverside Plaza, Chicago, Illinois 60606 
for Greyhound Van Lines, Inc., Greyhound Lines, Inc. and the Greyhound 
Corporation. 

Frederic L. Wood . 9l4 Washington Building, Washington, D.C. 20005 
for the National Industrial Traffic League. 

^ William Q. Keenan . 233 Broadway, New York, New York 1000? for the 
L’ati(.)nal Small Shipments Traffic Conference and Drug and Toilet Preparations 
Traffic Conference, Eastern Industrial Traffic League, Allied American Bird 
Company. 

Captain Richard A. Peterson . Regulatory Law Office, Office of the 
Judge Advocate General, Department of Army, Washington, D.C. 20310 for 
the Department of Defense. 

John Wilson . % Hartz Mountain Products, 50 Cooper Square, Mew York, 
New York 10003 for Allied American Bird Company. 

Jerome B. Blum , 1825 Connecticut Avenue, N.W., Washington, D.C. 20428 
for Bureau of Operating Rights. 
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- iii 


UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 


EXPRESS SERVICE INVESTIGATION 
DOCKET 22388 


■nie existing concept of air express, as represented by the 
collective participation of the airlines in a partnership arrangement 
with a single ground agency, is in the public interest and should be 
maintained. 

The issuance of licenses for air express service to one or more 
indirect air carriers independently of a joint agreement with the 
airlines is not in the public interest. 

REA is the only qualified ground agency willing and able to 
enter into agreement with the airlines to provide air express 
service. 

So long as REA is an indirect air carrier engaged in air express 
service pursuant to agreement with the airlines, it would be contrary 
to the public interest to issue to REA or REAF air freight forwarder 
authority under Part 296 of the Economic Regulations. 

Termination of approval of CAB Agreement 12866 would be contrary 
to the public interest. 
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APPEARANCES: 

Craig Mathews . Peter G. Wolfe . John J. C. tto rtin and John S. Hoff, 
for REA Express Service, Inc. ’ 

Russell S. Bernhard and William C. Bvirt . for the Participating 
Airlines. 

Robert N. Meiser and Louis F. Haffer . for the Air Freight Forwarders 
Association. 

William R. Kraham . for Aero Special Air Freight, Inc. 

Paul Reiber and Herbert A. Rosenthal , for BOR-Air Freight Co., Inc. 
John L. Richardson , for C. F. Air Freight, Inc. 

Alan F. Wohlstetter and Kenneth E. Hardman , for Domestic Air Express, 

Inc. 

Jerry W. Ryan , for Emery Air Freight, Inc. 

Arthur D. Bernstein and Lairrence A. Short , for J. E. Bernard & 

Company, Inc. 

Gary L. Zimmerman , for Jet Air Freight. 

Henry Jerum . i'or Imperial Air Freight Service, Inc. 

Richard P. Taylor and Alan C. Furth . for Southern Pacific Air Freight, 

Inc. 

Rubin Steiner , for Trans-Air Freight System Inc. 

Paul Y. Seligson . for United Parcel Service. 

Robert W. Oliver and Stephen L. Babcock , for Wells Fargo Air Express 

Inc. 

Joseph B. Goldman , for Wings and Wheels Express, Inc. 

Robert D. Rlerson . for Greyhound Van Lines, Inc., The Greyhound 
Corporation. 

Frederic L. Wood , for the National Industrial Traffic League. 

William Q. Keenan and Timothy C. Quinn. Jr. , for the National Small 
Shipments Traffic Conference, Drug and Toilet Preparations Traffic Conference, 
Eastern Industrial 'li'affic League, and Allied American Bird Company. 

Marshall Meyers , for Wits Air Cargo, The American Quality Guild, 
Robinson-Bishop, Inc. 

John Wilson , for Allied American Bird Company. 

Richard A. Peterson , for the Department of Defense. 

Jerome B. Blum and Andrew F. Giffi n, for the Bureau of Operating 
Rights. — 
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EXPRESS SERVICE INVESTIGATION 

DOCKET 22388 

INITIAL DECISION OF EXAMINER JAMES S, KEITH 

I 

PRELIMINARY STATEMENT 

I 

I 

For more than 40 years the domestic air carriers (Airlines) and 
REA Express, Inc. (REA) or its predecessors, Railway Express Agency Inc., 
have been providing s'o-called air express service vinder a contractual 
relationship which involves agreements usually renewable every five 
years. The last of these agreements to receive Board approval was entered 
into in 19£i4 and expired on Jvine 30, I969 (C.A.B. Agreement 17935). 

For reasons subsequently explained, negotiations on a new agreement 
have failed to produce a contract mutually satisfactory to either REA or 
the Airlines, ana at the moment air express service is being conducted 
under an extension of the 1964 Agreement, as revised or amended on several 
occasions in 1970. 

Although the amendments were filed pursuant to the requirements of 
Section 412 of the Act, the Board dei'erred action on them pending the out¬ 
come of the instant investigation which was instituted "for the piirpose of 


I 
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exploring the future role of express or priority cargo service in air 
transportation, and what action should be taken with regard thereto," 
including "whether the existing concept of an air express agreement between 
the direct air carriers and an express company should be maintained" and 
"whether licenses for such express service should be issued to one or 
more indirect air carriers (such as REA or air freight forwarders) 
conduct such service independently of any joint agreement with the 
Airlines."-^ 

Hie order of investigation directed that such underlying questions, 
inter alia , as the following be explored: (A), whether the service currently 
being provided by REA is actually an express or priority service differentiated 
firom other airfreight services; (B). whether such a priority service is sus¬ 
ceptible of actually being provided--by REA or by anybody else; (c). whether 
there is a need for separate express service; who, if anybody, should provide 
such service; (D). whether the direct air carriers should establish a special 
tariff (and corresponding special service) for express traffic; (E). whether 
such a tariff should be available to any shipper, or just to the authorized 
express company; and (F), depending on how such issues are resolved, (l). 
whether REA should be granted authorization under Part 296 of our Economic 
Regulations (l4 CFR 296) to be a domestic airfreight forwarder, and (2). 
whether the Board should terminate its approval of C.A.B. Agreement 12866. 

17 Order 70-7-110, dated July 23, 1970. 



o 




The order also made all signatories to the I 96 U Agreement, as amended, 
and the Air Freight Forwarders Association (AFFA) parties to the proceeding, 
and by subsequent order Allied American Bird Company, et ^ (Allied) was 
permitted to intervene and the applications of REA Express, Inc., Docket 
22797; Greyhound Van Lines, Inc., Docket 22893, and the following air 
freight forwarders were consolidated for hearing and decision; Aero Special 
Air Freight Inc., Docket 22802; Airborne Freight Corporation, Docket 22789; 
Air-Land Freight Consolidators, Inc., Docket 22782; J. E. Bernard & Company, 
Inc., (Bernard) Docket 23009; BOR-Air Freight Company, Inc., Docket 22875; 
Circle Airfreight Corporation, Docket 22825; Domestic Air Express, Inc., 
Docket 22804 ; Emery Air Freight Corporation (Emery), Docket 22785; Santa Fe 
Air Freight, Co., Dock-et 22783; Imperial Air Freight Service, Inc., Docket 
22993; Jet Air Freight, Docket 22033; Novo Airfreight Corporation, Docket 
22786 ; Profit By Air, Inc., Docket 22796; Republic Airmodal Inc., Docket 
22843; Shulman Air Freight, Inc., Docket 22790; Southern Pacific Air Freight, 
Inc. (SPAF), Docket 22803; Surf-Air, Inc., Docket 22811; Trans-Air Freight 
System Inc., Docket 23031; United Parcel Service Company, Docket 22949; 

Wells Fargo Air Express, Inc. (WFAX), Docket 22801; Wings and Wheels, Inc., 
Docket 23 OII; WTC Air Freight, Docket 22778; and C. F. Air Freight, Inc., 
Docket 22506 .'^ 


2/ The applications of Interjet Ceirgo System, Inc. and the Puerto Rican 
Forwarding Co., Inc. d/b/a Active Air Freight were also consolidated, but 
at the request of the applicants their applications were dismissed. Orders 
71 - 2 - 30 , dated February 5, 1971 and 71-6-29, dated June 4, I 97 I. Circle 
Airfreight Corporation, Republic Airmodal Inc., and Surf-Air, Inc., filed 
no exhibits; nor did they appear and participate at the hearing. C.F. Air 
Freight, Inc., while filing information responses, did not appear at the 
hearing. On objection of REA its exhibits were not received in evidence. 
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Thereafter, leave to intervene was granted the Department of Defense, 
National Industrial Traffic League (NITL), the National Small Shipments 
Conference and the Drug and Toilet Preparation Traffic Conference (NSSTCitDTC) 
and the Eastern Industrial Traffic League (EITL); and following a prehearing 
conference a public hearing was held and briefs were filed by Allied, Bureau 
of Operating Rights, Airlines, REA, WFAX, Emery, AFFA, SPAF, NITI-, Bernard 
and NSSTC/DTC/EITL.-^ 

THE PARTIES ALT) THEIR POSITION 

Bureau of Operating Rights . The Bvtreau's analysis of the record leads it to 
conclude that there is no material distinction between the air express service 
offered by REA and the airlines and air freight service provided by the 
airlines directly or by the air freight forweirders indirectly. Both the 
airlines and the air freight forwarders, the Biireau asserts, rendered 
special expedited services, often faster than air express, and in the Bureau's 
Judgement the record does not establish that air express service is generally 
faster than the air freight services of the air carriers and the air freight 
forwarders. Moreover, since REA is in the process of closing some of its 
offices and consolidating its operations to reduce costs, the Bureau states 
that it "can no longer conclude that REA is distinguished by a vast national 
service network, in comparison with the entire air freight forwarder industry." 
Accordingly, the Bvireau sees no basis for affording REA different regulatory 
treatment from the air freight forwarders. 

^ Letters in lieu of briefs were submitted by BOR-Air Freight > United 
Parcel Service Company and Wings & Wheels. 





The Bureau further concludes that the REA/Airline agreement does not 
permit REA and the freight forwarders to provide the best possible service 
to the shipping public. Three basic arguments underly this conclusion: 

(1) shippers or consignees are sometimes forced to pay for unneeded services 

( 2 ) the requirement that each shipment must move by air between points where 
air service ’is provided may not result in the most expeditious service ;-^and 

(3) the air freight forwarders are restrained in their participation in the 
small package licid and in short haul markets with reference to certain 


commodity classes because they must pay the direct air carriers airport-to 
airport rates higher than door-to-door air express rates on low-weighted 


shipments 


Finally, because REA and the airlines are in substantial disagreement 
as to the basic terms of the agreement and cannot get together on the concept 
of air express for the future, the Bureau believes that continuation of air 


express as it is known today will involve the Board in a continuing series of 
crises and th\is impose a substantial burden on the Board and its staff. 


Accordingly, the Bureau wovild cancel Agreements 12866 and 17935 and 
terminate REA's exemption.^ However, the Bureau believes there is a need 


for air freight services of a highly expedited cheuracter to handle freight 


4/ Air express involve door-to-door rates. Thus, shippers or consignees who 
deliver to or pick-up shipments at an airport are, according to the Bureau, 
penalized by having to pay for services not needed. 

^ In areas where limited schedules are offered by local service carriers 
surface transportation may provide fastest mode of carriage. 

^ In taking this action the Bureau believes that REA should have a six month 
transitional period (l) to carry out necessary modification to its facilities 
to handle consolidated freight, and (2) to develop air freight under its new 
procedures. 
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involving so-called "life or death" conunodities, highly perishable products 
or articles that must reach consignees rapidly for various reasons. To 
accommodate this type of traffic the Bureau would have the direct air carriers 
file tariff rates and rules providing for whatever special handling may be 
required, and such tariffs would be available not only to the air freight 
forwarders and the general public, but also REA which^would be given air 
freight forwarder authority under Part 296 of the Economic Regulations. 

The Btireau believes that its proposal will result in a better service 
for the shipping public by affording shippers (l) a choice as to door-to-door 
or airport-to-airport service at compensatory rates; and (2) the widest possible 
choice of carriers to provide the service. It also asserts that its proposal 
"would reinstate competition among the airlines for such traffic similar to 
that evidenced by the baggage package service now offered" and "would also 
give recognition to the demonstrated fact that there is competition today 
between REA and the air freight forwarder for expedited air freight, although 
the present regulatory scheme permits competition under different conditions 
for the two." 

Airlines . There are presently 31 U.S. air carriers (including two helicopter 
operators and three all-cargo carriers) and two foreign flag carriers (Air 
Canada and Air France) which, collectively, constitute the air carrier party 
to the air express agreement with REA. As the agreement so specifies, the 
U.S. carriers are those carriers which hold certificates to engage in property 
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transportation between points within the U.S. as well as between the U,S. on 
the one hand, and Puerto Rico and Canada, on the other hand. The two foreign 
flag carriers are those which hold permits to carry property between the 
United States and Canada. 

This collective arrangement was made possible by an earlier intercarrier 
agreement (C.A.B. Agreement 12866) in which the participating U.S. and foreign 
carriers agreed, inter alia , to authorize a so-called Air Express Negotiating 
Committee (comprised of five representatives, one from the helicopter operators, 
one from the local service carriers and three from the other carriers) to contract 
with REA or similar companies for administrative and grovind services. This agree¬ 
ment also set up a so-called Express Committee (composed of one representative 
from each of the participating carriers) whose function, among others, is to 
advise the negotiating committee as to the terms and conditions of the Airlines/ 
REA Agreement. 

It is the position of Airlines that air express service has served a 
useful public purpose responsive to a public need and that, therefore, it 
sho\ild be continued on the same basis as it has been provided in the past. 

The use made of the service, as demonstrated by historical traffic growth, 
is, according to Airlines, proof of the fact that it does respond to and 
fulfill an existing public need. 

It is claimed that the present type of inter-airline agreement and the 
type of agreement between the carriers and REA are essential to the existence 
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of nationwide, low cost, single carrier, and small shipment service. An 
inter-carrier agreement, such as C.A.B. Agreement 12666, is necessary. 

Airlines say, to (l) achieve pooling and distribution of air express revenues 
(small shipment) on a formula basis in order to reduce accounting costs; (2) 
establish single origin-to-destination interline rates between all points in 
the Nation without the necessity of individual negotiations between all the 
airlines for joint rates and divisions thereof; and (3) to permit shippers to 
obtain single carrier responsibility between all certificated airline points. 

An Airline/REA type of agreement is essential, it is argued, to (l) 
attain a low cost small shipment service and only a single ground agency 
handling both ground and administrative service can coordinate the movement 
of the small shipments on an economic basis so as to permit small shipment 
service to every certificated airline point regardless of size or volume of 
traffic; and (2) to effectively achieve the utilization of space priority on 
aircraft by determining the extent of the priority requirement for specific 

flights and coordinate the total requirements for such priority services with 
the airlines. 

Contrary to the Bureau's contention that there is no meaningful differ¬ 
ential between air express and air freight services. Airlines see a substantial 
distinction arguing that the difference extends not only to the transportation 
characteristics of the two types of service, but also to geographical and 
commodity coverage and cost of service to the public. While Airlines concede 





that there is no significant difference in the comparative door-to-door 


speeds of the two types of service, they attach much more significance to 
the space priority factor than the Bureau or the freight forwarders, in¬ 
sisting that the priority element is especially critical during holiday 
periods when passenger and cargo traffic roach their peak or on those 
occasions when peurticular flights are heavily patronized. 

As to the Bureau's proposal. Airlines object to its adoption, urging 
that it would inflict a disservice not only upon the shippers of air express 
but would be harmful to the airlines, REA and air transportation generally. 
In this respect, it is reasoned that (a) the economies attainable under the 


present air express system cannot be achieved under the Bureau's proposal and 
that, therefore, the cost for shipments that would otherwise move in air express 
would be higher; (b) shippers of small shipments in 200 or more airport cities 
not now served by air freight forwarders would incur even higher increased 
costs than +■> ose located in the higher volume markets served by the air freight 
forwarders, and where such shippers now have a choice between air freight and 
air express they would no longer have such privilege; and (c) as a result of 
the intermodal activities of the air freight forwarders, small shipment 
traffic, except for the long haul movements between major airports would be 
diverted from air to s\irface transportation, with the result that local 
service carriers would be totally eliminated from handling small package 
traffic and the trunklines would lose all of such traffic at their smaller 


points 
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Finally, Airlines oppose air freight forwarder authority for REA, 
asserting that if the Board grants such authority. Airlines cannot and will 
not continue the air express agency relationship with REA. In this respect. 
Airlines see a conflict of interest in REA acting as the exclusive ground 
agent for Airlines in air express, on the one hand, and as an air freight 
forwarder shipper, on the other hand. 

It is pointed out that REA would be able to divert air express traffic 
to its freight forwarder service where it is profitable to do so,^and that 
such diversion wo\ild result (1) in an increase in unit costs to the airlines 
for air express service, and (2) a decline in air express revenues. It is 
further noted that, because REA would be a partner in its air express dealing 
with Airlines and a shipper in its freight forwarder activity, the cross 
utilization of facilities for air express and freight forwarding provided 
will create unending financial disputes between REA and the Airlines as to 
the proper allocations of expenses between the two operations. 

m. The early history of REA is set forth in prior Board opinions,^and it 
is unnecessary to repeat it here. Suffice it to note that the relationship 
between REA and the airlines as partners in providing air express services 

2/ According to Airlines, REA would have the profit inducement to divert not 
only the heavier air express shipments now moving in all air express markets, 
but also the smaller shipments now moving in the high density air express 
markets. 

^ Railway Express Agency, grandfather certificate 2 C.A.B. 531, (1941), and 
Air Freight Forwarder Case 9 C.A.B. 473, (1948). 


has existed since 1927> and for most of this time REA v/as owned by a large 
nmber of the Nation's railroads. In I969, the railroads sold their con¬ 
trolling interest to REA Holding Corporation, a nev/ly organized company 
owned by management officials and outside investment firms. At the time 
of the hearing the holding company owned 99.2 percent of REA's stock and 
the fractional balance was owned by two railroads. The holding company 
also owned all of the stock in the Exjjress Company, Inc., which is an 
applicant for international air freight forwarder authority.-2/ 

At the present time REA owns all of the stock in two subsidiaries, 

REA Express of Virginia, Inc., which conducts REA Express operations within 
the State of Virginia and REXCO, Inc., a non-operating company, which owns 
REXCO Supply Corporation, a dealer in automotive and truck parts, and Fast 
Service Shipping Terminals, Inc., a consolidator of surface freight. REA 
also owns a 49 percent interest in REA Express, Inc. (Canada) Ltd., a surface 
and air express company operating in Canada. 

In the conduct of its express business REA maintains a broad netv/ork 
of offices and agencies covering approximately 2,800 cities and towns through¬ 
out the country. About 20 percent of the cities are served through offices 
staffed with REA employees, while the balance are served by agents, a large 
number of whom are local businessmen whose activities for REA are limited to 
part-time basis. 

2/ Docket 23598. An examiner's initial decision has been issued recommendin'- 
that the application be granted. 
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sc far aa airport facilities are concerned. 8EA »ai„talna 69 airport 
field offlcaa serving 67 cities. Thirty-seven of these field offices are 
operated on a full time basis, with 25 staying open 24 ho.jrs-a-day seven 
days-a-weeh. The remaining 32 airport field offices are operated during a 
limited part of the day in space rented from the airlines. At the nation's 
remaining airports (453) REA has no field offices, and the functions normally 
performed by REA at such field offices are handled by airline employees. 

During the five year-pcrlod 1961-1965. REA experienced annual operating 
profits in each of the years concerned, building its net'worth from $2,902,936 
in 1961 to $18,865,990 by December 31, 1965. However, beginning in 1966 and 
for each successive year to date, REA has experienced substantial operating 
losses, the cumulative effect of which has been to decrease the Company's 
net worth to a minus $26,000,000 figure. It has survived in recent years 
by selling Off capital assets amounting to $48,000,000,and at the present time 
its salable assets are virtually exhausted. It is operating on a day-to-day 
basis by "watching very carefully the cash receipt or deposit cycle, and using 
the float-/in the bank" to meet its current obligations. 

For reasons similar to those advanced by Airlines, REA takes the 
position that air express service should be continued on substantially the 

is that It has been provided xu the past, i.e^, with the 33 direct air 

ij/ As explained by REA Comptroller float v, r 

takes for a check a^-ter k used here, is the time it 

cneck a.ter it has been mailed, to clear the maker's bank. 


) 
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carriers providing the air transportation and REA the documentation, the 
ground transportation and various other functions which it performs today. 
However, contrary to the position of Airlines, REA would make a basic change 
in the present concept, revise the Airlines/REA agreement in certain respects, 
and extend air freight forwarder rights to REA. 

REA contends that it needs permanent authority as the exclusive in¬ 
direct carrier of air express in order to free air express service (and REA) 
from being "hostage to airline demands" and so that air express will not be 
destroyed by allowing additional competitors to fragment REA's already thin 
markets. A revision of the Airlines/REA agreement is neede(i REA asserts, in 
order (l) to free REA from the so-called "59-minute rule" which requires REA 
to divide up shipments equally among all the available carriers; (2) to permit 
REA pricing freedom so that it can effectively compete in the marketplace with 
the air carriers and freight forwarders;-ii/and (3) to allow REA the privilege 
to consolidate and containerize air express traffic in instances where there 
will be no delay in delivery to the consignee 


11/ Under the present Air Express Agreement Airlines may reject any adjustment 
in tariff rates by REA. According to REA, Airlines adamantly refuses to let 
set its own rates, and as a consequence REA cannot compete on equal terms 
with air freight forwarders and the Airlines themselves because the rates for 
heavier and long haul shipments effectively preclude the use of air express. 

12/ REA points out that it receives no discount for consolidating or containerizing 
shipments since "the present form of the Air Express Agreement contains 
divisions of revenue for each shipment weight at each scale of distance." REA 

that, if it was not for the so-called "59-minute rule" it has sufficient 
J traffic in its major markets to consolidate and containerize without 

C delivery. It feels that the economies and efficiencies of this type 

of .aerVice should be passed on to REA and the shipping public. 
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REA urges that it needs air freight forwarder authority in order to 
spread the costs of air express over a greater volume of business than air 
express is capable of generating. In this connection, it is emphasized that 
surface express has dropped to approximately one-third of its I967 level, and 
that the volume of surface express is no longer sufficient to support air 
express. Coupling this with increasing competition from the freight forwarders 
and airlines and an alleged inability to meet such increasing competition under 
existing authority REA insists that it must have air freight forwarder authority 

to render REA's total operations economically viable and thus continue air 
express. 

REA opposes the proposal of the Bureau, contending that, if adopted, 
priority service would not be expanded but would cease. According to REA, the 
Bureau's proposal overlooks all of the characteristics of a true air express 
service which only REA can provide and would destroy REA and air express 
service to the smaller markets across the Nation. For similar reasons REA 
opposes AFFA's proposal and urges that the freight forwarder applications, 
be denied since the grant of priority rights to more than one carrier would 
effectively preclude the existence of any priority service. 

Air Freight Forwarders . Although evidence was presented in behalf of I9 
freight forwarder applicants and Greyhound Van Lines, Inc., a prospective 
applicant for limited air freight forwarder authority in the Household Goods 
Mr Freight Forwarder Investigation . Docket 208l2, as noted earlier, briefs 


1 




were submitted by only AFFA (representing seven of the applicants), Emery, 
Bernard, SPAF, tnd WFAX,-^^ 

Generally, it is the position of the freight forwarders that air 
express, as it is known today, should be abolished,-^^and that the air 
freight field (including priority cargo) should be open to all competitors 
on an eqvial basis. Both Einery and AFFA insist that the present Airlines/REA 
air express monopoly stifles the growth and development of air freight, 
especially in the Natiotfs secondary and tertiary air cargo markets, by pre¬ 
cluding effective air freight forwarder competition in such markets; and 
Emery even suggests that the air express monopoly violates the Federal 
Aviation Act as well as the "policy of the Executive Branch of the Government." 

Like the Bureau, Emery feels that there should be available to shippers, 
vi^, REA,—^the freight forwarders and the public, an express or "high expedite" 
freight service. But Emery believes that such service should be restricted to 


3^ Letters in lieu of briefs were filed by BOR-Air Freight Company, Inc., 
United Parcel Service Company and Wings & Wheels Express, Inc. BOR-Air takes 
the position that air freight should be accepted from all forwarders and 
shippers on the same basis, and that no preference should be given REA. It 
xurges disapproval of the Airlines/REA agreement and suggests that priority 
on items such as serums, blood plasma and other urgent shipments be made 
available to all shippers. United Parcel states that it does not object to 
the grant of air freight authority to REA provided United Parcel is given 
equal opportunity to serve the public as REA. Wings & Wheels takes the 
position that it should be permitted to engage in air express operations if 
the field is open to new carriers. 

3^ An exception to this is WFAX which states that it takes no position as to 
whether the air express agreement presently in effect should be approved or 
disapproved. However, if air express authority is to be awarded new carriers, 
WFAX contends its application should be approved. 

1^/ In this connection Emery favors the authorization of REA as a freight 
forwarder, but only on the condition that REA's exclusive status as an express 
carrier is terminated. 




587(a) 


"humanitarian commodities" such as saving natvire (organ transplants, medicines 
with an extremely short useful life and medical devices such as the pacemaker 
heart machines) and articles critical to the military establishment, Emery 
sees no need for the broad commodity coverage contemplated by the Bureau's 
proposal, suggesting that the more limited the commodity coverage is the 
easier it is to solve the reservations problem which Airlines say render the 
Bureau's and AFFA's proposals impractical. 

However, regardless of whether an express or "high expedite" service 
is limited or not, it is Emery's position that such service should be provided 
on an airport-to-airport tariff so that users may biiy only the service they 
actually require and the direct and indirect air carriers are free to compete 
in the area of pick-up and delivery services. 

AFFA as well as Emery contend that shippers do not need the so-called 
air express service" of REA since such service is no different from that now 
provided by the direct air carriers and the air freight forwarders. As a 
matter of fact, AJTA claims that the standard of service of the air freight 
forwarders excels that of REA; and both Emery and AFFA insist that the air 
freight forwarders can match REA's service in terms of speed, geographic 
and commodity coverage. AFFA also claims that the air freight forwarders 
tracing capabilities are better than REA's and both AFFA and Emery minimize 
the importance of "priority" in REA's service. 
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While AFFA \irges termination of air express as it is provided today, 
it sees a "tiny fractional balance" of air freight traffic that needs a highly 
expedited service, and for this traffic AFFA would have the air carriers, either 
unilaterally or by agreement, establish through rates and single documentation 
and have the carriers file individual tariffs covering airport-to-airport rates 
for such service. The tariffs, in AFFA's thinking, would be available to all 
freight forwarders, REA and other shippers; and to reduce airline costs the 
tariffs would contain detailed riiles (a) "specifying the forms in which and 
the places where the limited amount of traffic envisioned is to be submitted," 
(b) "the required documentation," and (c) "any other reasonable matters of the 
carriers' choosing." Under this proposal AFFA suggests that the freight 
forwarders would be free to charge whatever rates competition determines, 
covering, of course, the airline charges and the freight forwarder's own 
expenses. 

AFFA insist that competition is the heart of its proposal and would 
produce the lowest possible rates and the best possible service. It further 
claims that the air carriers would benefit because the proposal contemplates 
fully compensatory rates thereby eliminating the current large air express 
losses and because, through consolidation and containerization of shipments, 
costly hand loading and unloading would be obviated, thus cutting airline 
expenses in half by eliminating virtually all ground costs. 

AFFA has no objection to REA becoming a domestic air freight forwarder 
provided that its present air express authority is terminated and that any 
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air freight forwarder authorization for REA be limited to an experimental 
period of five years. It is suggested that during such experimental period 
the Board could monitor REA's service to make certain that it promotes 

development of traffic in the secondary markets and does not harm the other 
freight forwarders. 

AFFA objects to air freight forwarder authority for REA if the 
present concept of air express is maintained. 

SPAF's position and arguments are essentially the same as those of 
the Bureau, Emery and AFFA. It is willing to accept the Bureau's proposal, 
but, in the event the present concept of air express is maintained, SPAF 
urges that the limited number of air ft-eight forwarders now offering an 
express type service also be granted an air express right. SPAF claims 
it is highly unfair to deny priority privileges to such air freight 
forwarders since it restricts them from developing air freight at the 
smaller communities and outlying areas which were the jarimary basis for 
their authorizations. 

Bernard supports the Bureau’s proposal, urging that successful implemen¬ 
tation requires the participating air carriers to establish air exprecs tariffs 
available to all air express customers, including the general public as well as 


) 





air freight forwarders,—^and to also establish at each airport served by 
them a so-called "air express counter" which would act as a clearinghouse 
for all air express shipments and which would be manned by airline personnel 
to receive, route and reroute such shipments to the appropriate schedules.^ 


'Traffic Conferences and Leagues 


a voluntary organization of shippers 
, boards of trade, chambers of commerce. 
States, while NSSTC is an incorporated 
organization composed of 230 companies and I9 industry associations. DTC is 
an unincorporated association of 900 manufacturers of ethical or proprietary 
drugs which are represented in DTC*s membership either as individual members 
or through trade associations of which they are members. DTC speaks regarding 
transportation materials for some 1,000 firms which account for 90 percent of 
the total sales volumes of medicine and toilet nrenaratlon« 


the tariff would guarantee that shipments delivered 
to the a^ express counter one hour before a specific scheduled flight would be 

“lew if there if ncTan! 
w Phovi'ie for a seven percent comidaslon (based 

nena.tP fL ? carriers to the forwarders to com- 

documentation of the shipments and for the 
solicitation of air express. Finally, the tariff would provide for consolidation 

freight forwarders of shipments originating at a single 
IVeiaht destination airport, provided that the 

f ^®^®® delivery at the destination airport and 

17/ is performed by the forwarders' representative. 

Hrv! theory^^is tl^t shipments would be handled on a first-come first- 

is shipments" would be rerouted to the next available 

destination air express counter" would inform the shippers' rep¬ 
resentative of where to pick-up air express shipments, and also would be prepared 
to provide (on request) delivery for those shippers requiring such delive^ 



EITL is a corporation with l66 members consisting of industrial companies and 
associations with operations primarily in the eastern part of the United States. 

All of these intervenors are users of air transportation including air 
freight and without exception they support the continuation of air express as it 
is provided today by REA. Because they feel that REA has demonstrated its capa- 
hilities in the past in meeting the needs of the shippers and are pursuaded 
that there are no air freight forwarders having REA's capacity to combine ground 
facilities with air transportation, they urge that REA should be retained as the 
ground agent for the air carriers in providing air express. They fear that, if 
the forwarders are permitted to enter the air express market, the impact on REA 
will be so great as to destroy REA and air express service. Some of them believe 
that the economics of air express dictate a single surface carrier operation in 
conjxxnction with the air carriers, and for this reason they oppose the Bureau's 
proposal. 

Several of these intervenors, NSSTC, DTC and EITL recommend some changes 
in the present concept, feeling that such changes would promote a better air 
express service and insulate it from possible future interruptions due to the 
inability of REA and Airlines to agree on the terms of the contract. First, 
they urge that REA be granted certificate authority so that Airlines wovdd no 
longer have the motive to terminate the air express agreement; secondly, they 
would amend or modify the air express agreement so as: (a) to provide for the 
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selection of a common agent for the publication of an air express tariff; 

(b) to revise the formula for the division of revenue between REA and air 
carriers so that the air carriers portion of the revenues would depend on 
two factors (l) the number of cwt miles or ton miles of airlift service 
rendered, and (2) the number of cwt lifted on each flight;-^^and (c) to 
eliminate the "59 minute rule." 

These interveners also support air freight forwarder rights for REA 
subject to restrictions that would limit such authority to the carriage of 
shipments weighing a minimum of 100 pounds and consolidation of forwarder 
traffic only at the metropolitan downtown sorting terminals. 

Allied . This intervener, like the traffic conferences, \irges continuation 
of air express as it is presently provided Ijy REA. Allied points out that 
it has over 45,000 air express shipments a year, and it is unable to find 
a transportation service that can equal air express in cost or service. It 
fears that the grant of air express authority to air freight forwarders will 
destroy air express, thus, affecting Allied's ability to continue in business 
and causing hardship on the many bird breeders who depend on Allied for their 
market. Allied, therefore, opposes the Bvureau's proposal. 

1^/ Such a revision in the formula, it is claimed, would strip the Airlines 
of thelT motivation to align the rate structure so it attracts principally 
short haul, light weight shipments. 


■■r 
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HISTORY, Ii'ATURi:: AIID GROWTH OF AIR EXPRESS 

History . Although in the late 1920*s some air carriers were carrying cargo 
which was designated as air express with door-to-door pick-up and delivery 
and by I930 nine air carriers were transporting air express under contractual 
agreements with Railway Express Agency, Inc,, it was not until I937 that all 
of the domestic air carriers were carrying air express under uniform agreements 
with Railway Express Agency, Inc. 

Up to this time and for several subsequent years, air express was the 
exclusive method for transporting property by air, since the air carrier 
contracts with the Express Agency stipulated that neither the air carrier nor 
the Express Agency would except property for transportation excjpt from parties 
to the agreement. The contracts also provide that the Express Agency would be 
reimbursed, from air express revenues, all of its promotional and operating 
expenses, and that the balance of the revenue wo\ild be distributed 12.5 percent 
to REA and 87.5 percent to the air carriers. This "cost plus" feature, it 
appears, was at the insistence of the Express Agency. 

After the enactment of the Civil Aeronautics Act of 1938, the Express 
Agency filed an application for a "grandfather" certificate. However, the 
application was denied,-^/the Board holding that, although the Express Agency 

1^ Railway Express Agency, grandfather certificate 2 C.A.B. 531 (I9I+I). 


) . 
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was an air carrier, the ccrtil'icato previsions of the Act did not require 
nor authorize the issuance ol certificates for operations conducted by the 
Express Agency. The Beard, further held that it was .-..powered to exempt 
air carriers such as the applicant from provisions ol' the Act, and it 
concluded that the public interest compelled that the Express Agency be 
granted an e.'cemptlon I'rom the prohibition that air carri-rs shall not 
engage in air transportation without a certificate issued by the Board. 

In 19^3, at the instance of the Board (which advised the parties to 
the standard air express agreement that the Board would not approve the 
agreement unless it was modified so as to (a) delete the provision that 
neither the air carrier nor the Express Agency would accept property for 
transportation from any party outside of the scheduled air carriers and 
the Express Agency, and (b) eliminate the requirement that the rates 
charged for air express be at least twice the prevailing rail rate for 


comparable service), the air standard express agreement was revised to 
conform to the Board's requirements. It was also amended by revising the 
cost plus" formula so that the Express Agency vrould receive all expenses 
of every type attributable from air express service, plus 12.5 percent of 
the gross revenue remaining aft-jr deduction of such expenses. 

From 1943 to August .1, 1-^5.', the agre-m.nt between the Express Agency 
and each air carrier remained essentially th- same as the 1943 version, except 
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for further adjustments in the "cost pias" lorrnula.^ V/hile the Board did, 
in 191^8, direct the air carriers and REA to negotiate, inter alia , a new 
agreement pursuant to which REA, rather than the air carriers, v/cixld set the 
tariff rates, no agreement was ever reached in this respect. 

In early 1959 > with the air express contracts due to expire July 31 , 
J- 959 > the air carriers met to consider theii- position and reached the con¬ 
clusion that they no longer wanted a "cost plus" arrangement with the Express 
Agency because of the latter's inability to control its increasing spiraling 
costs; that the public should be informed that air express service is a service 
of the air carriers rather than the Express Agency; and that there must be a 
new type of tariff in which all of the air carriers can participate. 

Accordingly, the air carriers entered into agreement among themselves 
to deal collectively with the matter of air express and the Express Agency. 

This Agreement (C.A.B. 12 d 6 L), as noted earlier, established the Air Express 
Negotiating and the Air Express Committees whose compositions and functions 
have been previously described. 


2 ^ The 1951 "cost plus" formulaprovided that the Express Agency would receive 
(1) a fixed cost factor for each shipment based on actual 1950 costs plus 10 
percent plus annual adjustments; (2) all other direct costs not included in 
detCTtnining the fixed cost factor; (3) overhead equal to 12.5 percent of the 
cost in (1) and (2); ( 4 ) a profit equaled to 10 percent of the costs in (l), 
(d), and (3;; (5) 20 percent of the rem.aining gross revenue after deduction 
of the foregoing costs and profit. 

This formula was further revised in 1954 so that the Express Agency would 
receive (1) a fixed cost factor per shipment based on I953 costs, plus annual 
increments; (2) all other direct costs not included in determining the fixed 
^ overhead equaled to 9.5 perce.nt of the costs in (l) and (2); 
and [k) 3 percent of gross revenue; a.nd (5) 19.31 percent of gross revenue 
remaining after deduction of the foregoing items. 


I 
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The negotiations between the Air Express Negotiating Committee and 
bhe Express Agency took place in Mayj June and July of 1959 > snd the former 
was adamant on two points: ( 1 ) the Airlines/REA arrangement had to be a 
partnership with a 50-50 split of air express revenue after deduction by 
the Express Agency of certain agreed expenses} and ( 2 ) an agency tariff must 
be published in which the Airlines were to be participating carriers. The 
Express Agency ultimately agreed to these demands, and a new agency tariff 
was published with each of the Airlines and the Express Agency participating 
as carriers. 

The 1959 agreement expired July 31 > 196^, and a new five-year agreement 
was entered into on August 1 , 1964 . The main difference between these agree¬ 
ments lay in a division of the revenue between the parties, with the air 
carriers share of the gross revenues being less (percentage wise) under a 
new agreement than under the I959 contract. 

The 1964 Agreement (C.A.B. 17935 ), as noted earlier, expired June 30 , 
1969, and at the time that negotiations would normally take place REA was 
being operated by trustees appointed to hold and dispose of the railroad owned 
stock. Hence, negotiations were delayed until the REA was sold and new manage¬ 
ment took over in June, I969, and they requested time to familarize themselves 
with the company prior to entering into negotiations on the new agreement. The 
agreement was thus extended to October 31 , I969, but no progress was made in 
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reaching a new agreement, and the new owners advised the Airline Negotiation 
Committee that they could not extend the agreement beyond October 31 unless 
they received tinancial assistance from the air carriers. The parties readij.y 
agreed to an understanding on an extension of an agreement to April 30, 1570 , 
and the negotiating committee agreed to make available $3 million to REA in 
the Torm of monthly payir.ents to be taken from the air carriers* share of 
revenues during the period November, I 969 through April of 1970. 

Negotiations were resumed in January, I 97 O, and in April the a.greement 
was extended to June 30, 1971. On June 24, 1970 the parties agreed to a 
further extension to July 31, 1970, and at the same time revise^ the agreement, 
making it contingent upon the effectiveness of a tariff appended thereto. Hov;- 
ever, on o'uly 23, 1970, the Board suspended the tariff and instituted an 
Investigation of Air Exp ress Rates . Docket 22337.^ This left the agreement 

to expire July 31, 1970, and REA refused an offer of the Negotiation Committee 
to extend the agreement beyond such date. 

At this point various shipper groups filed complaints in the U.S. District 
Court of the District of Columbia seeking to enjoin REA and Airlines from ter¬ 
minating air express^service. The Court granted a temporary restraining order, 
and after a hearing on August 12 , I 970 , it issued a preliminary injunction 
requiring the-carriers to continue air express operations pending a determination 
of the suspended tariff in Docket 22387, supra . 

21/ Order 70-7-109, dated July 23, 1970. 
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On Axigust 24, 1970 , REA and the Negotiation Committee adopted the 
same version of the agreement that died with the suspended tariff, and to 
this new contract they appended an "interim tariff" which modified certain 
features of the suspended tariff. The Board permitted this "interim tariff" 
to become effective and this action resulted in the agreement being extended 
to January 22, I 97 I. The U.S. District Court's injunction was dissolved, and 
the parties, after further negotiations extended the expiration date of the 
agreement to June 30, 1972, or 60 days after date of final orders in the 
present investigation and in Docket 22387. 

Nature. Air express is one of the three types of air freight services avail¬ 
able to the shipping public today. At one time it was the sole means of 
transporting property by air, but in 1944 the air carriers made direct entry 
into the air cargo field and shortly thereafter the air freight forwarders 
appeared. 

Air express is a joint service of the air carriers and REA, and 
collectively they constitute the "carrier." It makes no difference over 
which carrier or carriers an air express shipment moves, single carrier 
responsibility exists, and only a single uniform air express bill and a 
single uniform set of conditions of carriage are required. Air express 

t 

is available between all certificated airline points in the United States 
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and also between U.S, points and Canada,—^ offering virtually iinlimited 
commodity coverage,^and obtaining expedited ground handling and priority 
of space on aircraft for normal amounts after air mail, passengers and 
baggage. 

Under the Air Express Agreement it is the responsibility of the'air 
carriers to provide the airport-to-airport service for a "normal" amount 
of air express on a priority basis, and it is REA's obligation to provide 
the ground and administrative services. However, at the airports where 
REA has no field offices, the air carriers perform the ground services, 
i.e., transfers between aircraft, routing of shipments, receiving and 
delivering over-the-counter shipments, and collecting for cash and C.O.D 
shipments, including the necessary paper work.'^^ It is estimated that 
28 percent of all air express shipment handlings occur at these airports 
and of this total about 21 percent are over-the-counter handlings. As to 

I 

such over-the-counter shipments, the air carriers perform such services as 
cutting the air express bills, weighing the shipments, extending and collecting 
charges on cash shipments and routing the shipments. 


^ ^e terminal areas for many of the certificated points are extensive 
and pick-up and delivery service within such areas is included in the air 
e.xpress rate as part of the total service. 

2^ The only exceptions are commodities which require special licenses, 
shipments likely to offend or injure crew or passengers or damage other 
shipments, and shipments prohibited by law. 

24/ R^, hwever, performs the billing and claims handling and also the paper 

picked up or delivered or received at the in-town terminals. 
Although REA may have no fiela offices it usually has an in-town terminal at 
each of these cities, and pick-up and delivery service as well as a shuttle 
service between the in-town terminal and the airport. 
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As noted earlier, REA has 69 airport field offices (37 with air express 
employees exclusively and 32 with REA's surface and air express employees), an 
at these offices REA prepares all of the shipping documents, manifesting, 
routing, and tranafaring the shipments between the aircraft, handling of 
claims, billing, and collecting, ecc. These offices also deliver and 
receive shipments to and from the public either over-the-counter or in 
REA's pick-up and delivery service. They serve as the pick-up and delivery 
point for the air carriers which use "runners" to move the shipments to and 
from the aircraft. 

Air express is basically a small shipment service, with the average 
shipment weighing only 27 pounds and moving 554 miles. Nearly 72 percent 
of the shipments weigh less than 25 povinds and 52 percent of these move 
under minimum charges. The average shipment consists of 1.44 pieces and 
has an average density of 7.6 pounds per cubic foot. Approximately 36 
percent of the shipments are generated in the top 500 air express markets 
(18 percent being developed in the top 100 markets), and the balance in 
smaller markets. Thus, with such a large percentage of the shipments to 
the smaller cities, it is not surprising that the average air express 
shipment is loaded aboard aircraft 1.6 times. 

The rate structure for air express is constructed on weight and 
mileage block basis. Thus, the air express charge for a particular shipment 
is not effected by the size or location of the origin or destination points 


I 
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or by the nature of commodities shipped (except live animals and birds). 

The distance ftinction of the tariff is expressed in terms of a rate scale, 
there being 29 scales, each scale representing an air line haul of 100 miles. 
The rates incl.-e pick-up and delivery, and if a shipment is not within the 
terminal zone of an airport, a uniform charge of $5.00 is accessed for an 
off-line move, either origin or destination, regardless of the weight of 
the shipment or the distance of the surface haul. 

Grow^. Between 1950 and I97O the number of air express shipments have 
increased I09 percent and the tonnage 144 percent. Hie number of shipments 
reached a peak in I969 when they totaled 9,896,000. Air express revenue 
during the same period increased 331 -percent. For the most recent ten year- 

period, 2^, 1961-1970, the growth of air express in these categories is as 
follows: 


Year 

Air Express 

Tons 

Shipments 

(000) 

1961 

1962 

1963 

1964 

73 

82 

84 

96 

6,766 

7,480 

7,675 

8,337 

1965 

1966 

1967 

1968 

1969 

110 

118 

121 

136 

13 »+ 

9,211 

9,516 

9,274 

9,700 

9,896 

1970 

122 

8,835 


Revenue 

(^ 000 , 000 ) 

$ 50.8 

54.1 

58.6 

67.4 

80.0 

86.3 

87.0 

93.6 

96.5 
98.8 





Transportation Charact eristics . Air express, as noted above, is basically a 
small package service moving under single documentation in relatively short 
haul and small traffic markets and featuring single carrier responsibility, 
expedited ground handling and airlift priority and a relatively simple rate 
structure. Air freight, on the other hand, whether performed by the air 
carriers directly or through air freight forwarders, is a service that 
primarily attracts comparatively large size heav^-^ shipments moving longer 
distances and in much denser traffic markets than -'r express. The docu¬ 
mentation for air freight is generally more complex and single carrier 
responsibility does not exist to the same geographical extent as in air 
express. While both the air carriers and the air freight forwarders 
readily perform pick-up and delivery service—the air carriers through 
Air Cargo*Inc. (ACl) under contracts through various truckers and the air 
freight forwarders through their own trucking facilities and/or through 
their own agreements with truckers-air freight is not accorded space priority, 
and except for special shipments, expedited groimd handling does not obtain; 
nor is the rate structure on the pick-up and delivery shipments as simplified 
as that with reference to air express. 
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The average weight of an air freight shipment as tendered an air 
freight forwarder is about 80 pounds and as received by the direct lir 
carriers through their ACI contractors approximately 300 pounds. About 
72 percent of the total air express shipments fall within the 1-2U pounds 
weight break and roughly 2 k percent in the 25-100 pounds weight break. By 
comparison of all the shipments tendered to the air freight forwarders 
nearly 44 percent fall in the 1-24 pound weight break and 34 percent in the 
25-100 pound weight break. The average length ol haul of an air freight 
shipment is 1,069 rniles. 

Except for special shipments air express receives more expeditious 
ground handling than air freight. Each air express shipment is handled 
individually and dispatched on the first flight available. At most airports, 
air express receives a "last-on, first-off" handling by the air carriers in 
the loading and unloading of aircraft. At most airports the air carriers 
will accept air express up to 30 minutes before flight time whereas the 
close-out time for air freight is generally 60 minutes before flight time. 
Correspondingly, the recovery time for air express is shorter than that for 
air freight because of the tight delivery requirements that all air carriers 
must meet in delivering air express to the REA field offices. 

Since the load factors of the air carriers have been generally low in recent 
years, the airlift priority accorded air express has not been its moat sig¬ 
nificant feature. To test the importance of this factor the air carriers 





were directed to conduct a survey (for a representative period) of the 
passenger flights departing without sufficient space capacity to accom¬ 
modate freight tendered for such flights. Because of time and expense 
invloved, the survey was limited to seven representative carriers and 
conducted during the foiu-th week in March, 1971. It disclosed the 
following results: 



Total Departures 
in Siu'vey Week 

i'lumber of departures 
carrying express and 
leaving cargo behind 
because of space 
and/or weight limits 

Allegheny 

5,365 

79 

American 

7,219 

110 

Continental 

2,915 

25 

Delta 

8,084 

236 

Frontier 

3,394 

34 

Northeast 

1,276 

26 

United 

9,283 

l4o 


The period covered by the survey does not represent a peak traffic period 
when passengers and cargo are heavy and, therefore, the survey does not 
piurport to reflect the significance of the space priority feature dixring 
holidays and heavy traffic periods. 

So far as single carrier responsibility and single dociimentation are 
concerned, generally the air freight forwarders can provide this service 
only if the shipments are within the pick-up and delivery zones of airports 
covered by their tariffs. If the shipments move beyond such pick-up and 
delivery zones most of the forwarders cannot write a through waybill because 
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they must depend upon third carriers for the beyond movement. Under theT. ; 
conditions, they do not bear single carrier responsibility, although a 
number of the forwarders testified that they assume responsibility for 
lost or damaged shipments and subrogate the rights of consignors ano 
consignees to proceed against third carriers if the latter are legally 
liable. Eiiiery has surface air freight authority from the ICC which permits 
it to provide pick-up and delivery service at any point in the 50 states, 
and other freight forwarders have also applied to the ICC for freight 
forwarding rights. Emery is thus in a position to write through waybills 
in the same manner as REA and bear single carrier responsibility for an 
entire journey of a shipment, and other freight forwarders will be in a 
similar position if ICC surface freight forwarding is granted. At the 

25/ 

moment, however, they are unable to match the single carrier^' and single 
documentation advantage which air express shippers enjoy. 

Most of the forwarders publish point-to-point tariffs predicated on 
the point-to-point tariffs of the direct air carriers, but some have tariffs 
covering door-to-door rates. The air express tariff, as described above, is 


2 ‘)/ To the extent that tracing of lost or delayed shipments is facilitated 
by a single carrier service, it is not an advantage here since a number of 
the forwarders, such as Emerjj have highly sophisticated computerized facilities 
and tracing capabilities which permit monitoring a shipment throughout its 
course and to be promptly advised of any problems arising with re:' ‘renc ’ to 
such shipment. REA, on the other hand, does not forward shipping information 
to down-line stations and does not require current handling information ans 
status reports on shipments to be lodged at a central point in its syst^r. 


/ 
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constructed on a weight and mileage basis which involves only 29 rate scales 
including the pick-up and delivery charge. From the standpoint of the shipper, 
latter offers for more simplified approach to ascertaining shipping charges 
than the point-to-point tariffs which may cover many thousands of city pairs 
each with varying rates. 



Geographical Coverage . Because of its precarious financial condition, REA is 
in the process of reorganizing and consolidating a number of its offices. 
Hence, the precise number of the cities and communities where it maintains 
offices and agencies cannot be determined at this point. In its affirmative 
exhibits filed August 23 , 1971 , REA listed 65O salaried offices and 2,695 
agencies (exclusive, joint merchant, merchant and branch package agencies) 
doing business for REA throughout the country. However, in the course of 
the hearings, it was revealed that 510 of the offices had been closed since 
April 1971, thus, leaving a little over 2,800 office or agency locations 
performing REA's operations. Just how many cities these offices and agency 
locations serve is not clear ,^but it is apparent that they far exceed the 
number of cities and towns covered by the single carrier door-to-door services 
of any air freight forwarder. 


2 ^ The fact that an office has been closed does not mean that service to that 
location has been terminated. For exam.ple, in August 1971 , REA's office at 
^rced, Calif., was closed. However, the city continues to be serv<»d out of 
Fresno. In fact, it was pointed out that the driver that previously served the 
city serves it today out of Fresno. Similarly, the office at Kontercy was 
closed in August 1971 , but this city is being served out of Salinas, also by 
the same driver that previously served the city. 
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Emery and Airborne, two of the largest air freight forwarders have 
offices or agency locations at 2U3 and I98 places, respoctiveJyj and in¬ 
cluding all of the other forwarders participating in this proceeding the 
number of office and agency locations total only 934 . Emery, of course, 
now has ICC surface forwarder authority covering all points in the 90 states, 
and potentially it is in a position to match REA*s broad network of cities, 
towns and communities. Other freight forwarders have also applied for 
similar surface freight forwarder authority, and if their applications are 
granted they will have the potential to expand their systems like Emory. 
ft the moment, however, they all lack REA's geographical coverage. 

Turning to certificated airline cities only, it is noteworthy that 
air express service is available at every airport city currently served 
by scheduled air carriers. While REA maintains airport facilities at only 
67 of these cities, as noted earlier, it has in-town terminals at most of 
the remaining airports where it performs some of the services in connection 
with air express. The tariffs of the freight forwarders, on the other hand, 
do not cover services (pick-up and delivery) to all airport cities with their 
own operations. Emery, for example, maintains 66 airport facilities of its 
own, has agency contracts at another 98, and at an additional 79 it provides 
service using ACI airline delivery service in the name of Emery. 

Generally speaking, the air freight forwarders maintain no facilities 
at the very small airpvort cities, and at many of the secondary or tertiary 
cities which they serve, they have only "destination agencies" which do not 
originate shipments. 
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Commodity Coverage . As noted earlier, air express handles most all commodities, 
the exception being; (1) shipments requiring special licenses, (2) shipments 
prohibited by law, (3) shipments likeDy to cause damage to other shipments, 
equipment, crew or other passengers, (U) shipments requiring special devices 
for safe handling, (5) shipments consigned to an individual or firm at another 
point, (6) shipments consigned "To Order Of" or "To Order-Notify"; and ( 7 ) such 
unacceptable commodities as (a) articles liable to damage and shock, and (b) 
money, jewelry, negotiable paper, liquids, fragile or perishable articles, 
precious metals and precious stones enclosed in shipments of personal effects. 

Among the commodities which air express will carry are live animals 
and birds, bullion, antiques, money, art works, furs and jewelry, and these 
generally require special handling and facilities. Live animals entail 
specially ventilated REA trucks, and they also demand such special handling 
as feeding and watering. For the valuable articles such as jewelry, antiques, 
furs, etc., also REA offers a so-called Signat\a:e Security Service and Armed 
Guard Protection Service, and shipments such as currency bullion, firearms and 
those valued at $150.00 or more per poxind are secured, upon arrival at the 
terminal, in a locked "value room" maintained at each office. All value ship¬ 
ments are presented for carriage by the airlines in sealed containers. 

Except for Emery, which does carry live animals destined for scientific 
or medical purposes, Airborne, Jet Air Freight and Wings & Wheels, the air 
freight forwarders and the direct air carriers (in their pick-up and delivery 
service) do not handle live animals. Most of the forwarders and the direct 
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air carriers will not transport human remains, jewelry and platinum. All of 
them, including the direct air carriers, will not accept negotiable securities, 
currency, dore bullion, gold bullion. Dust or Sulfides or any form of uncoined 
gold and uncoined silver. In addition, the forwarders, without exception, will 
not carry gems or stones, including industrial diamonds or commercial carbons, 
and only a few will handle furs. Of 60 unacceptable commodities or restricted 
shipments applicable to one carrier or another, including REA and the direct 
air carriers (pick-up and delivery), as of August 1 , I97I, only eight applied 
to air express as compared with 12 for one small forwarder, 25 for Emery, 25 
for the direct air carriers, 39 for Domestic Air Express, and an average of 
26 for the air freight forwarders and direct air carriers as a group. 

Air freight forwarders will handle some of the unique commodities that 
move in air express, but they are not uniform in this respect, and it is up 
to the shipper to look for the forwarder that will transport his particular 
shipment. Airborne will accept a fairly large number of the commodities that 
move in air express, viz. , live animals, medical testing instruments and 
equipment (such as lung, liver and kidney machines and heart assisting devices), 
surgical instruments, dental instruments, heart valves and other highly scientii 
instruments, drugs, pharmaceuticals, growing plants, and nursery stock, photo¬ 
graphic equipment and radioactive isotopes; and Emery will carry such unique 
articles as blood, cancelled checks, news film, medicine, perishables, works 
of art up to a declared value of $500.00, furs, costume jewelry and radioactive 
isotopes. Other forwarders also handle some of these commodities. 



Relative Speed of Services . For the purpose of determining whether air 
express provides a more expedited movement for shipments than either of 
the other modes of air freight services, efforts were made by the Bureau 
at the prehearing conference and subsequent thereto to obtain a common 
participation of the parties in a joint survey which would compare the 
door-to-door speed for comparable shipments under the three different 
services. However, because of wide differences of opinion among the 
parties as to how the survey should be conducted and by whom and how the 
expense should be divided, the Bureau's efforts unfortunately were un¬ 
productive: no impartial survey was undertaken. Several of the parties 

t 

made rather limited surveys of their own, and while these surveys leave 
much to be desired from the standpoint of decisively settling the speed 
issue, they do afford a rough comparison of the three modes of service. 

REA made two studies, one which involved an analysis of the speed of 
air express shipments for one day at REA’s 35 top cities and a second which 
tested the speeds of a limited number of shipments for the three services on 
two diiferent days. The first study revealed that I9 percent of the air express 
shipments were delivered to destinations within 12 hours of origin, 66 percent 
within 24 hours and 79 percent within 36 hours. All but four percent of the 
shipments, or 96 percent, were delivered within 48 hours which is considered 
"next day delivery" in industry usage. 

^ REA’s second survey involved five major shippers, one in Chicago, 

another in Los Angeles, a third in New York, a fourth in Dallas and the 


I 





'V 


611(a) 


fifth in Atlanta. These shippers sent identical packa^^es at identical times 
via the three modes of service to Chevrolet dealers located at varying si^e 
cities throughout the country. ITius, on August } each shipper sent 64 ship¬ 
ments to l6 consignees by each of the services ,^^and on August 12 this 
process was repeated providing a total of 640 test shipments. The results, 
expressed in percentage of total shipments per carrier, are shown in the 
table below: 

Wings 


Business Days 

Air Express 

Emery 

Airborne 

Shulman 

& 

V/heels 

Direct Air 
Carriers 

1 

45.8^ 

45.^0 

21 . 1 % 

16.2% 

11.1% 

25.0% 

2 

41 . 7 % 

46 . 5 % 

63 . 4 % 

52.7% 

50.0% 

51.4% 

3 

9.0% 

4.9% 

8.9% 

22.2% 

16 . 7 % 

12 . 5 % 


Emery mads an "in-house" survey in September, I970 to measure the transit 
times of its shipments with four of its competitors between I6 city pairs. In 
this survey, which, of course predated this proceeding, five carriers including 
Emery and REA were tendered one shipment each in each of the I6 city pairs for 
three successive days, thus providing a total of 24 o test shipments. The results 


llTIn the case of air freight forwarders Emery was used; and, in addition, 
another forwarder. Airborne, Shulman or Wings and Wheels was selected. Al¬ 
together there were 320 shipments involved on August 9 : 90 via REA, 90 via 
the direct air carriers, 90 via Emery and 90 via one or another of the other 
three air freight forwarders. 
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show that Emery achieved'hext day delivery"on 87.5 percent of its shipments 
as compared with 68.8 percent for REA and from 64.6 to 79.2 for the other 
competitors. 

Studies were made by six AFFA members viz. . Airborne, Air-Land, Novo, 
Profit-By-Air, Shulman and WTC of their traffic records for February or March, 
1971. A ten percent sampling^^of these records shows the following results: 


Forwarders 

Total Shipments 
in Sample 

Same 

Day 

Next 

Day 

2 ND 

Day 

3 RD Day 
Or More 

Airborne 



53 . 0 % 

33 . 0 % 

11.0% 

Air-Land 


qM 

55 . 5 % 

22.6% 

21 . 5 % 

Novo 


5 . 6 % 


36.2% 

3 . 6 % 

Profit-By-Air 


1.1% 

60.% 

25.3% 

12.8% 

Shulman 


1.1% 

70.1% 

18.3% 

9.6% 

WTC 


— 

66 . 7 % 

32.3% 

1.0% 


An elapsed time study of the direct air carriers with reference to 
air ft'eight shipments handled by ACI contractors in I6 selected markets of 
varying sizes and distance, disclosed that of 39 shipments in these markets 
23 percent were delivered within 24 hours, 85 percent within 48 hours and 
approximately 95 percent within 55 hours. In other words, 85 percent were 
within the "next day delivery" test, and 95 percent were almost within the 
test. 

28/ WTC took only a two percent sampling. 


t 
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USE OF AIR EXPRESS BY nPEClflc.' SHIPPERS 


Representatives of a number of the larger uuers of air express and 

I 

REA's service described in varying detail the extent of this use and the 

part that they play in the movement of their products. Many of them are 

engaged in the production of highly specialized items in the size and value 

ranges of the express shipments described earlier in more general terms. 

Products of drug and pharmaceutical companies are particularly representative 

of this specialty, but there were also representatives of much more generalized 

< 

industries such as Montgomery Ward, Western Electric and Hughes Aircraft Company. 
Details as to how and why these companies favor air express present a significant 
picture of the contribution it makes to the air movement of property. 

■Hie drug and pharmaceutical companies use air express for emergency 
shipments and seldom employ other means when urgency is a factor. Some are 
so motivated by assurance that their shipments will be handled on a particular 
flight, some are swayed by the wide geographical coverage and single carrier 
responsibility and some are influenced by the more reasonable rates on small 
shipments. Chemical companies distributing radioactive compounds depend heaviJy 
on air express largely because these compoiinds deteriorate quickly, and therefore 
must be handled carefully and delivered expeditiously. 


Montgomery Ward frequently uses air express to transport replacement 
parts and fashion items. Many of the ‘^,000 factory locations from which it 
buys and the 2,000 locations to which it delivers are off-line points. As 
to these, it often finds that air express is the only air service that can 
be utilized. In running fashion shows from various stores it is often on a 
very tight schedule and it finds air express the most reliable way to get 
the fashions to the stores on time. Recently the company decided to ship 
all watches out of Chicago to its various locations via air express Armed 
Gxiard Signature Service. The company also uses the service of the freight 
forwarders, and the mode of transportation is determined by considerations 
of cost, speed, and the origin and destination of the shipment. 

Honeywell, Inc., (Residential Division) uses air express extensively. 

In 1970, air express accounted for 3^.9 percent of 22,018 air shipments. 
Company use is dictated by a need for "premium" transportation service, which 
it conceives as something over and above the service performed by surface 
carriers, and the mode of "premium" transportation is determined by rates and 
dependability. These criteria generally cornp^.*! the use of air express for 
eight to ten pound shipments. Since Honeywell has customers in many remote 
places, it uses air express to such points and finds that the single carrier 
and wide coverage characteristics provides it with a reliable service* at 
reasonable cost. 

Hughes Aircraft Company, which has major facilities at points in 
California and Arizona, does business with mor*; than 6,000 suppU-ors throu<:hout 
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the Nation from whom it receives more than 500 shipments per day most of 
which are via air express. Three-fourths of these are in the five pound 
range and many of them are items to feed production linos. A large portion 
of the Company's effort is oriented to the Department of Defense, the National 
Aeronautics and Space Administration and the Atomic Energy Commission and there 
are nearly 200 daily interstate shipments associated with this effort. Many cf 
these move by air express including a large number of classified items which 
are so moved because of the availability of the Signature Security Service. 

Emerson Electric and Western Electric are also extensive users of air 
express. In I970, the former generated 18,500 such shipments and the latter 
upwards of 200 , 000 . Emerson's use is dictated in part by the wide geographical 
coverage which it needs, since it has many subsidiaries in small communities 
throughout the country. Western Electric states that it has come to depend on 
air express to supply a consistently expeditious service, and it feels that no 
other service is capable of furnishing comparable dependability. It prefers 
air express to the other air freight services because of single line coverage 
from origin to destination, single reference to airbill numbers, which helps 
in tracing a shipment, and the wide geographical coverage. 

Goldstein Company, Inc., is in the retail and wholesale fur business 
in Birmingham, Alabama. In I970 it sent 1,500 shipments of furs via air 
express from eight originating points to I 5 destinations. This company feels 
that air express is essential to its transportation needs since it has found 
no other satisfactory service. The Company has used air freight forwarders 
and characterizes their service as slow and inconsistent, taking five days 


between Birmingham and New York. According to the Company, some shipments have 
been refused by air freight forwarders. 

The Giigler Lithographic Company uses air express to meet advertising 
deadlines and many destinations are off-airport points. In 1970, the Company 
moved 2,400 air express shipments ftrom Milwatikee to over 300 destinations. 

Over 200 of the destinations receiving over 1,500 shipments were off-airport, 
and the Company does not feel that any other carrier can provide this type of 
service. 

Vanderbilt University uses air express to bring in shipments of variovis 
cormodities, including live animals and perishables, from 50 points throughout 
the United States. In 1970 it received 2,3^0 air express shipments. The live 
animals and perishable materials are essential to Vanderbilt's hospital, medical 
school and research facilities, and it is essential that they arrive within 24 
hours. While it also uses the services of Einery Air Freight it feels that it 
would s\iffer from the discontinxiance of air express. 

The Texas Inbred Mice Company of Houston relies heavily on air express, 
having generated 5*000 shipments of over 120,000 laboratory animals in 1970 to 
destinations around the country. It expects to use air express for at least 
5,000 to 6,000 shipments in 1972 and asserts that its business demands the 
expeditious one day service which air express has been providing. The company 
states that it has found no other service which meets its needs. 

The Microbiological Associates Inc., ships from two locations to 50 
destinations throughout the United States. In 1970 it dispatched 9,500 
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shipments of blologicals and laboratory animals. According to the Company, 
air express is essential to its transportation needs because of the speedy 
delivery. It has used two freight forwarders in the past and found their 
services to be slower and less consistent than air express. 

Hie Medical EJye Bank of Maryland asserts that it depends almost 
entirely on air express for shipments of human eyes for corneal transplant 
surgery operations. The Bye Bank ships human eyes to destinations all over 
the country, and it does so on an curound-the-clock basis. Consequently, it 
uses air express most of the time because— 

"Hiey [REA] are open 24 hours a day, we can always call 
them any time day or night, and we can always go out to 
the airport any time of the day or night, and the eyes 
can be picked up around the 'clock when they arrive at 
the destlnatipn." 

The Blood Bank Foundation ships from two locations to 40 destination 
points throughout the country. In 1970 it generated approximately 700 air 
express shipments, and it anticipates that the nunber will run from 7^-800 
shipments in 1972. Other than for finery's service between Nashville and 
Richmond where it provides the best delivery to the VA Hospital in Richmond, 
the Blood Bank has found no other service outside of air express that meets 
its needs. Besides finery, it has used several other air freight forwarders, 
but finds their service to be too slow and Inconsistent. 

The lyallane Kennels has been using air express services for 20 years, 
averaging approximately 900 air express shipments of dogs {^,000 dogs) a year. 


It uses this mode of service mainly because of the rates and "forwarding 
service," and it fears that if air express is discontinued it would have 
no delivery service available for 75 percent of its customers. 


Allied American Bird Company’s distribution facilities for live birds 
are in New York and Los Angeles, and from these points it uses air express to 
handle all outbound shipments to chain and pet shops throughout the United 
States. It generates in excess of 45,OCX) air express shipments annually with 
New York accounting for 80 percent and Los Angeles 20 percent. To Allied it 
is of prime importance to have the air transportation geared to door-to-door 
delivery and its experience compels it to state that air express is the only 
transportation available to meet its needs. It has explored the possibility 
of distributing the 14 ve birds by air freight forwarders, but after repeated 
inquiries it found none that would accept its traffic. 

® appraisal of the contribution of air express to the continuing 
success of its business is confirmed and endorsed by representatives of parakeet 
breeders of northern Oklahoma and southern Texas. Diese witnesses also em- 
phasited the importance of parakeet raising to many of the low income families 
in their areas where it is a source for supplementing the livelihood of many 
old and handicapped people. 
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COHCLUSIOWB 

Utility of Air Express . The elapsed time atirveys of the parties, because of 
their limited sampling or coverage, differences in approach, a lack of com¬ 
parative bases, and the presence of some biases, do not provide a reliable 
yardstick for measuring the door-to-door speed of air express vls-i-vis the 
other air freight services. But they are the only evidence on this point, 
and in a rough sense they reasonably may be read as showing that the bulk 
of the shipments of all three services are delivered within Ud hours of 
origination, and, that, with the possible exception of Ehiery, air express 
has a higher percentage of shipments delivered within 2k hours. 

In addition. Airlines' sxirvey of flights departing without space or 
weight capacity to accommodate flreight, demonstrates, beyond question, the 
advantage of the priority elanent of air express. Even in the more recent 
periods when there have been no general capacity problems, a small percentage 
of air e^qiress shipments has received more expeditious handling. From this, 
it is clear that during holiday seasons and other peak traffic occasions the 
advantaige of priority could be significant. 

In these circumstances, the priority feattire is much more than Just 
an advertising attraction for air expresr, as Ehiery seems to feel; it is an 
Important feature in distinguishing it ftom the other air fk'eight services. 
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As one shipper indicated, the priority factor is "an insurance policy" that 
a shipment will be loaded on the first available flight. 

However, priority and speed^are not the only benefits or advantages 
that differentiate the air express ft*om the services of forwarders and the 
direct air carriers. As the shipper evidence confirms, there are other aspects 
that attract and lead shippers to select it over the others. One of these is 
REA'S vast geographical coverage and the ability to provide a simplified 
service with a single waybill and single carrier responsibility. No single 
air freight forwarder serves all of the airport cities, and in some of the 
smaller cities only destination agencies are maintained. Moreover, the systems 
of the forwarders do not approach the size of REA. 

The wide commodity coverage of air express is another item important 
to the shipper, as are the special facilities and services offered by REA. 
Examples are those that facilitate the movement of birds and animals and 
those that protect high value and security shipments. Some air freight 


22 / Some air freight forwarders provide a "high expedite" service for 
emergency type of shipments. But these services are not characteristic 
of the main stream of the forwarders bvisiness which primarily involves 
consolidation and break bulk operations. Hiese special services of the 
forwarders are handled on an individual basis without consolidation, and 
they move outside the normal service, usually at extra charges. Some of 
the air carriers provide a special "package service" in which shipments 
of limited size and weight are ejqpedited as checked baggage on specific 
flights. Hiis service, however, is normally limited to very special 
shipments which entail a relatively high charge and no pick-up or deliverv 
service. 
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forwarders handle many of the unuaioal commodities acceptable to air express, 
but they fall considerably short of REA in this respect. Very few of the 
air freight forwarders will handle shipments of animals, and while the air 
carriers will provide air transportation for birds and animals, they do not 
offer a pick-up and delivery service for them. Air express is the only mode 
of transportation capable of providing nationwide service for small shipments 
of secret material for Governnient contractors, and it is the only service 
authorized by the Department of Defense to handle such material. 

Finally, a component of air express particularly vital to many shippers 
is the reasonable rate structure with respect to small shipments. This ingredient 
is inherent in the single groiind agency concept of the service, since small ship¬ 
ments can be funneled into a single entity for ground handling and administrative 
service, thus, effecting substantial economies that can be passed on to the 
shipping public in the form of lower rates. The single documentation procedxires 
facilitated by this concept reduce accounting costs because collections from the 
shippers can be made by the single ground agency and settlements between the air 
carriers are centralized and simplified. 

Because of these reductions, air express is provided at lower cost to 
the airlines indlvidvtally than is the small shipment service of air freight. 

For example, the airlines' cost for a 20 poxmd minimum air freight shipment 
traveling a distance of 600 miles is $13.50 and for an 800 mile trip it is 
$11.83. By comparison, the fully allocated airlines' cost, including return 




622 (a) 


and taxes, for a 25 pound air express shipment moving 750 miles is only 
$6.30.^2/ The ground service costs for air express (including pick-up 
and delivery) are covered by REA's share of the air express rates and 
that share is lower than the separately published charges of the airlines 
for air freight pick-up and delivery service and also below the pick-up 
and delivery charges of the air freight forwarders. 

For these reasons, it is found that air express is clearly dis¬ 
tinguishable from the other services and has a special utility that 
the operations of the air freight forwarders and direct air carriers 
presently do not supply. 

The Future Role of Air Express in Air Transportation. It is evident from 
the inability of REA and Airlines to reach accord on the terms of their 
new five year agreement that the existence of air express, at times, can 
be uncertain. Only the legal action of the shipper groups halted a 
threatened interruption of service in 1970 , and today, nearly three years 
after the expiration of the 1964 agreement, the parties still have not 
settled all of their differences concerning their futiire relationship. 

This situation, even when resolved, may reoccur, and the shipping public 
could again face the distressing experience of I 970 . Hius, as one of the 
main objectives of this investigation, it is essential to explore alternatives 
that might achieve and provide the singular utility of air express. 

^ This estimate was made by Airlines in the Investigation of Air Express 
Rates, Docket 22387. 
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The Alrllnes/REA discord la one of the several factors noted by the 
Bureau in recomnendlng that air express be abolished. The Bureau and the 
air freight forwarders are satisfied that the present benefits and advantages 
of air express can be preserved under their reconunendatlons and proposals. 

In essence, they envisage REA as an air freight forwarder, air carrier tariffs 
as establishing through alfport-to-alrport rates, and single documentation 
procedures being established for a highly expedited air cargo service covering 
"humanitarian" or "life or death" commodities, highly perishable products, and 
other articles requiring rapid delivery. 

There Is much to commend this Idea, since, on Its face, a number of the 
benefits and advantages of air express would appear to be retained, and the 
uncertainty attending reoccurrlng negotiations would be eliminated. The 
forwarders promise to expand their services both geographically and In terms 
of commodity coverage, and they also pledge to lift restrictions they now 
Impose on certain connodltles If air express Is abolished. As an air 
freight forwarder, REA's broad comomdlty coverage could be carried forward to 
Its freight forwarder activities. Of course, the priority feature of air express 
would be gone. But In Its place would be the "high expedite" service which, 
except for holidays and peak traffic period*, should offer shippers a fairly 
reasonable alternative for air express priority. In addition, the proposed 
alrport-to-alrport aspect of the "high expedite" tariff would be a boon for 
those shippers now paying for the pick-up and delivery that they do not use. 
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nie nvnnber of shippers in this sitviation appears significant since approximately 
21 percent of air express shipments do not receive pick-up and delivery service. 

However, these features lose virtually all of their appeal when balanced 
against seme of the obvious consequences. If air express is abolished, shippers 
would be faced with substantially higher costs for small shipments, and shippers 
in the small airport cities would be left only with the air freight service of 
the direct air carrJ ; j. Air freight forwarder service is not endowed with the 
favorable economics of the single ground agency concept, and consequently it 
cannot develop a rate structure for small shipments commensurate with air express. 

Ttaffic which now moves in air express wo\ild, under the Bureau's and the 
air freig^it forwarders proposal, be handled as air freight either by forwarders 
or by the direct air carriers, and while con^jetition among the forwarders should 
tend to promote the lowest possible rates, such rates could not approach the 
reasonableness of air express rates. For example, the 4,267,CX)0 minimum charge 
air express shipments (constituting 52 percent of the total) which now move at 
a minimum charge of $9«68 would Increase to $16.23 via air freight forwarder 
service at the present rates. The cost of an average air express shipment, as 
distinguished from a minimum charge shipment would increase 56 percent. 

Air express traffic is generated predominately by the smaller cities 
which are not generally served by the air freight forweurders. Their activities 
are usually concentrated between larger and busier metropolitan centers, whereas 
approximately 6U percent of all air express shipments originate in markets below 
the top 500 air express markets, many of which account for less than ten shipments 
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per day. Many of these markets must, of necessity, involve the small airport 
cities at which REA has no airport personnel. These generate an average of 
only 23 air express shipments per day reqiiiring pick-up and delivery service. 

At approximately 200 small airport cities there is no forwarder repre¬ 
sentation, and if air express is terminated, shippers of small shipments at 
these cities would have available only the air freight service of the direct 
air carriers which is not designed to handle small shipments. These shippers 
would also face higher rates than would others located in the higher volume 
markets. It might be thovight that REA, as an air freight forwarder, would 
continue to serve these cities, but one of its vice-presidents testified; 

"If REA loses its air express exclusivity, we would operate 
entirely differently. It would undoubtedly be necessary 
for us to abandon many of these smaller communities, and 
treat them in whatever manner we could to bring the freight 
into major points of origin and to make our distribution 
through whatever Ingenious devices we could develop." 

He a ’.ded at another point: 

"If we lose our exclusivity, we would probably be forced into 
going into an operation not too dissimilar to present forwarder 
operations. But let me distinguish. There are forwarders and 
there are forwarders. We would not reduce our level of service 
to the average forwarder service, but one or two of the larger 
forwarders operate in as many as perhaps 65 cities, or thereabouts. 

We would probably operate somewhere in that ntunber of cities, but 
not very much beyond there, except by svtrface, as the forwarders 
do today." 

Shippers would not be the only segment of the public affected by the 
adoption of the Bureau's and the air freight forwsurders' proposals. Problems 




are posed for the airline industry. The forwarders are in the process of 
obtaining surface freight forwarding rights from the ICC, and this will 
permit them to render a combination air and svirface service between major 
airline cities and the smaller certificated airline points (and off-airline 
points) served by the local service carriers. If air express is abolished 
the local service carriers could hardly hope to attract air ft-eight traffic 
against the less expensive surface operations of the forwarders. Thus, they 
would suffer nearly total diversion of the traffic theretofore carried as air 
express. 

llie tninkline carriers would also feel the iji^jact, since approximately 
8 l percent of the air express traffic is carried primarily in daytime service 
on combination aircraft. The trunks are making strong efforts in the form of 
discount commodity rates to attract more air freight to "Daytime Service" in 
order to more effic ently utilize existing available capacity.-^ The air 
freight forwarders move only 42 percent of their shipments on the combination 
flights, and if air express is terminated the problem of vinused cargo space 
will be further aggravated. 

For the foregoing reasons, and with consideration of the vital role air 
express has played in the movement of property for four decades, its growth 
to a $100 million a year business, and a volume that averages more than 27,000 
shipments dally, it is concluded that contlnxiatlon of air express as a partner¬ 
ship arrangement between the air carriers collectively and a ground agency would 


y See Order 71-8-119,’ dated August 31, 1971. 
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be in the public interest. Since only a single entity can effectively provide 
an economical air express service it is further concluded, that the present 
concept as broadly represented in C.A.B. Agreement Nos. 12866 and 17935 should 
be maintained. 

Alternativea to REA as Ground Agency for Air Express . The record clearly 
establishes that, if air express is to be continued without substantial 
interruption of service, there are no alternatives beyond the utilization of 
BEA as the ground agency for Airlines. While all of the air freight forwarders 
are applicants for air express service, their interest is primarily defensive, 
and none is actually willing to relinquish its authority to enter into an 
arrangement with Airlines on the same basis as REA. 

A possible altfsrnative is ACT, but Airlines readily concedes that ACI 
does not have the organization and wherewithal to take up REA's duties and 
functions at this point. Hie Senior Vice-President of Economic Planning for 
United Airlines and Chairman of the Air Express Negotiating Committee indicated 
that Airlines had no definite plans for an alternate to REA, and that if REA 
stopped doing business next week Airlines would have to "pause and recoup," 
but in this connection he observed that even if REA went into bankruptr'' next 
week, it would obviously have a receivership and Airlines would cori, fi,,. do 
business with a receiver on a cash basis. As to the use of ACI b-' speculated 
"we could have something going within six months." 
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Itius, for the Immediate futiare at least, REA represents the only ground 
agency option available for continuing air express. Although, on brief, REA 
contends that air freight forwarder authority is essential to assure the 
continuation of air express on an economically viable basis, its President, on 
» ^®®bified that if recjuired to make a choice between being an 
air freight forwarder or remaining the exclusive ground agency of Airlines, he 
would choose the latter provided certain changes were made in the agreement. 

In this connection, he said: 

"I think that if the air express agreement had the changes 
in it which we have requested, it would be the very best way to 
go. It makes a lot of sense; it is viable; we coxild do the kind 
of things that I think we both need and the nation needs to pro¬ 
vide express service. 

"Short of those kinds of changes, then I think we would be 
better off as an airfreight forwarder." 

•nie changes referred to concern (l) greater seciarity for REA in its status 
as ground agency for Airlines; (2) pricing freedom for air express (including 
the elimination of Airlines' veto to any adjustment in tariff rates quoted to 
the public); (3) elimination of the "59 minute rule"; (4) the right of REA to 
consolidate and containerize air expi'ess shipments; and (5) an appropriate 
division of revenues between REA and air carriers 

^ The matter of appropriate division of revenues between REA and the 
air carriers is a matter at issue in Investigation of Air Express Rates, 

Docket 22387 , supra . It is no longer in the hands of the parties. 
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Airlines makes it quite clear that it is most anxious to continue its 
partnership with REA, and that it is willing to make changes in the areas 
of the agreement objectionable to REA. On brief it has outlined what it has 
in mind in this regard, and while this may not be entirely satisfactory to 
REA, it is not the purpose of this proceeding to settle the differences between 
the parties as to the terms of their future relationship. The requested changes, 
except for appropriate division of revenues which has been removed from the 
parties' hands, do not go to the heart of the concept of air express and, there¬ 
fore, should be left for negotiations between the parties. 

If Airlines and REA are unable to settle their differences, then Airlines 
will have to look to other alternacives; and while the shipping public would 
be temporarily inconvenienced. Airlines or the individual carriers could put 
into effect the Bureau's and the air freight forwarders' proposals which would 
afford them some measiu'e of relief pending resumption of air express. 

However, as noted earlier, the Bvireau's and the air freight forwarders' 
proposals do not have the capacity to produce as reasonable a rate structure 
for air express, and they would not reach a large part of the small package 
traffic that is the primary source for air express. Nevertheless, the "high 
expedite" feature of their plan would fill a void if REA and Airlines are unable 
to come to terms, and this would be better than having no priority service at 
all. But as a permanent component of air transportation "high expedite" would 
not be as effective a force for the forwarders as the airport-to-airport rate 
structure which Airlines are willing to put into effect as an additional feature 
of air express. 
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The forwarders are now unable to take advantage of air express because 
of the present door-to-door rate structure which is not conducive to con¬ 
solidation and containerization.^^ With an airport-to-airport rate structure 
supplementing the present door-to-door rates, the forwarders would be able to 
use air express service as effectively for some shipments as they do air 
freight for others. Because of the single ground agency feature they would 
obtain a lower rate structure and a superior service. This should satisfy 
their main conqjlaint with air express and one of the Bureau's primary 
objections to that service. It is recognized that a number of the air expres.s 
shippers using the door-to-door rates can expect higher charges since they 
would no longer be geared to total shipments 

RErt's Air Freight Forwarder Application . In seeking an air freight forwarder 
operating authorization under Peurt 296 of the Economic Regulations, REA prop 
to conduct operations through an affiliate, REXAIR Freight, Inc., (REAF) whosi 
stock is wholly owned by REA Holding Corporation, REA’s parent company. While 
REA states that its main purpose is to attract small shipment traffic now moving 
_ » _ 

The consolidated shipments of the forwarders are necessarily on an 
airport-to-airport basis, so that door-to-door rates are uneconomic for 
their shipments. 

•^4/ Twenty-one of all air express shipments receive no pick-up or delivery 
service. These shipments would have to be excluded in costing door-to-dooi' 
service. 


( 
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via surface transportation, it is apparent its interest is also motivated by 
its sagging surface operations. As noted earlier, beginning with I 966 and in 
each succeeding year REA sustained operating losses. During this period the 
size and weight of acceptable parcel post packages were Increased and its 
surface express business declined from 53 million to I 5 million shipments. 

It aDso faced an increasing penetration of the market for air express by 
forwarders and the direct air carriers. With the decline in its surface 
express business REA's ability to spread fixed costs has decreased. 

As an air freight forwarder, REA estimates that it would generate I .5 
million shipments in the first full year of operation, most of which it expects 
to divert from its surface express and other surface traffic. At the outset 
it plans to serve 34 citiea^where it will employ 50 salesmen who will promote 
air freight exclusively. At the s&ime time REA's 200 existing salesmen would 
help promote REAF's service in order to broaden REAF's exposure and give REA' 
customers a wider choice in transportation services. REAF will have its own 
fleet of trucks, but where it may be more efficient REAF's traffic would also 
be handled by REA's svu:face express trucks which include 555 over-the-road 
tractors and 3,225 trailers. 

REA holds operating rights issued by the ICC to haul general coronodities, 
and it operates over-the-road single truck service between a number of markets 
500 miles apart. Ihus, it is readily apparent that .-(EA comes within the terms 

3^/ It plans to expand to the smaller airport cities as rapidly as business 
at those cities develops. 








632 (a) 



of the Board’* Long Ha\il Motor Carrier Regulationa^which are set forth in 
Subpart I of section 206 of the Economic Regulations. Section 296.86 provides 
that the Board will approve an application if it appears (a) the applicant is 
capable of performing the proposed air transportation and of conforming to the 
provisions of the Act and all r\iles and requirements thereunder; (b) the appllcnnt 
will conscientioiusly promote air cargo and will benefit air transportation; and 
(c) the applicant's operations, alone or together with those of other similar 
carriers granted air forwarding authority, will not create a monopoly or 
monopolies and thereby restrain competition or jeopardize another air carrier, 
or otherwise be inconsistent with the public interest. 

Although REA *8 financial condition is precarious, it appears to be capable 
of performing the proposed air transportation. In its long history of partici¬ 
pation in air express it has demonstrated a disposition to conform to the Ac 
and the Board's Rules and Regulations. Its record in promoting air express 
s'jggests that it would conscientiously promote air cargo. However, as long 
as REA participates as an indirect air carrier in air express, there is a 
serious question as to whether its entry into the air freight forwarder field, 
through its affiliate REAP, would benefit air transportation and be consistent 
with the public irterest. 




A long haul motor carrier is defined as a motcw carrier holding operating 
righta issued by the ICC to hold general commodities between any pair of points 
which are over 500 air miles apart on such caurrier. 
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As far back as 19^8, the Board recognized a need to keep air express 
and air freight forwarder operations separated,-^^/refusing a request by REA 
at that time to become an air freight forwarder. The Board determined that 
the distinction between the air express and air freight sho\xld be maintained, 
and found that the continuation of that distinction would be in the public 
interest. It noted that there was an element of competition between the two 
services which would inure to the highest developnent of each, and it concluded 
that such competitive benefit would best be preserved if the efforts of the 
parties dealings in each of these services were not divided and if the functions 
and facilities for dealing in or with both were not comingled in one agency. 

While there is less distinction between air express and air freight today 
than in 1948 their utilities continue to be different and the Board's 1948 
observations are still pertinent. Moreover, with dual rights REA would have an 
unfair advantage over its air fl*eight forwarder con^)etltors, and, as Airlines 
complain, air freight forwarder authority for REA presents substantial conflict 
of interest questions in REA’s relationship with Airlines. REA would be in a 
position to divert air express traffic to its freight forwarding operations where 
it would be to its advcuitage to do so, and this would result in increased unit 
costs to the carriers and a decline in the revenue from the traffic diverted 
from air expresa to air freight. Also, as an air freight forwenTder, on the one 
hand, (shipper) and a partner of the Airlines on the other hand, considerable 
problems could arise as to appropriate allocations of costs. 

^2/ In the Air Freight Forwarder Case, 9 C.A.B. 473, **88 (1948). 


0 
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Airlines is unwilling to enter into agreement with REA if air freight 
forwarder authority is granted, and its position is well Justified. However 
as noted, REA, if required to elect between continuing in air express or 
becoming an air freight forwarder, it would choose the former. 

On the basis of the foregoing, it is found that the public interest 
compels the denial of its air freight forwarder application. 









Rg^ s Request for Exclusive Ai r Express Authority . REA requests that it 
be granted authority as the sole indirect carrier of air express and that 
such authority be issued without dependence upon an air express agreement 
"although it should be contemplated that REA and some airlines ^ enter 
into agreement governing certain operational aspects of air express." 

Just what REA has in mind as to how this authority would be 
implemented is not clear. On its face it would not appear to contemplate 
anything essentially different from the proposals of the Bureau and the 
Air Freight Forwarders for "high expedite" service, except that REA would 
have exclusive authority for all priority traffic and would be able to 
more effectively coordinate priority than under a competitive system. 

It would not preserve the present low rate structure of air express any more 
tha n the Air Freight Forwarders "high expedite"; and with REA having 
no airport facilities at approximately 400 of the smaller airports, it 
would have to make new air carrier agreements for the handling of air 
express that is now performed by the carriers at these points. 










But apart from the fact that REA's proposal would not preserve all 
of the present benefits and advantages of the present concept of air 
express, which is justification in itself to deny the request, REA's 
touch-and-go financial condition dictates rejection of its proposed 
monopoly at this time. If it should cease operations because of its 
financial trouble, the Airlines should have the fl-xibility of looking 
for another ground agency in order to continue air express. This course 
would not be open if REA were granted exclusive authority. 

Accordingly, it is found that REA’s request to be the sole carrier 

of air express be denied. 

Ultimate Findings . On the basis of the foregoing and all the facts of 
record it is found that: 

1. 15:6 so-called air express service currently being prov5ded 
by the airlines and REA pursuant to an agreement has a utility 
distinguishable from the other air freight services and is responsive 
to a public need; 

2. The existing concept of air express, as represented by the 
collective participation of the airlines in a partnership arrangement 
with a single ground agency, is in the public interest and should be 
maintained. 

3. REA is the only qualified ground agency willing and able to 
enter into agreement with the airlines to provide air express service. 




4. !me Issuarce of licenses for air express service to one or 
more indirect air carriers independently of any Joint agreement with 
the airlines is not in the public interest. 

5. Public convenience and necessity does not require alteration 
amendment or modification of the certificates of the scheduled air 
carriers to authorize the provision of air express service. 

6. So long as REA is an indirect air c«u*rier engaged in air 
express service pursuant to agreement with the airlines, it would be 
contrary to the public interest to issue to REA or REAP air freight 
forwarder authority under Part 296 of the Economic Regulations. 

7 . TerLiination of approval of CAB Agreement 12866 would be 
contrary to the public interest. 

8. Establishment of a special tariff for air express traffic 
is unnecessary in view of the present air express tariff in which 
the airlines and REA are participating carriers. 

9> Ihe applications consolidated for hearing and decision 


be and they hereby are denied and the ir, 
An appropriate order is attached. 


ion terminated. 


es S. Keith 
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Civil Aeronautics Board 
Washington, D.C. 
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Domestic Freight Rate Investigation 
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) Docket 

22859 


MOTION FOR CONSOLIDATION 


Pursuant to Rule 12 of the Board's Rules of Practice, 

REA Express, Inc. (REA) hereby moves that the Board consolidate 

for decision the Investigation of Ai r Express Rates . Docket 22387, 

and the Domestic Air Freight Rate Investigation . Docket 228597^ 

Rule 12 permits consolidation "for hearing or for other purposes .... 

(Emphasis added.) The consolidation REA asks Is for the purpose 

of permitting the Board to harmonize Important cost and rate 

principles, but will not require the Examiner In the Freight Rate 

case to base his decision on anything other than the record In 

that case and will not require any additional evidence to be 

2 / 

produced by any party In Docket 22387. “ 

1. In llgnt of the Examiner's Initial Decis5.on In 
Docket 22387, dated May 1, 1972, It Is clear that the Interests 
of REA and Air Express shippers will be prejudiced by separate 
Board consideration and decision of Air Express and air freight 

1/ We don't oppose the Air Freight Forwarders Association to defer 
decision until decision In the Express Service Investigation, 
pocket 22388; however, for the reasons stated herein, we believe 
that this proceeding must In any case, be deferred until decision 
^he Freight ^te case In order to permit the Board to harmonls 
the principles In the two rate oases. 

- All parties herein also are parties In the Freight Rate case whlc 
remains yet to be heard. Hearing Is scheduled to begin 
January 8, 1973. 
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The Board 



Air Express were not dealt with at all by the Examiner in the 
Air Express Rates proceeding. 

The attempt to cost Air Express by making an allocation 
of.a mult1-portloned pool, without determining the method to be 
used in costing the other segments of the pool, results In 
Inaccuracy with a consequent severely prejudicial impact upon 
REA and Air Express shippers. This prejudicial error can be 
remedied by the Board consideration of airline express costs 
in the light and context of the comprehensive record and Its 


V 





determinations to be made In the Freight Rate Investigation. 

Indeed, an administrative agency must consolidate separate 
proceedings if prejudice to a party results from Its failure to 
do so. See Ashbacker Radio Corp. v, PCC, 326 U.S. 327 (19^16). 

2. REA and Air Express shippers are prejudiced not only 
by attempts to allocate freight and express costs In separate 
proceedings, but also by attempts to decide, in separate cases, 
the appropriate rate levels for each class of cargo. Air Express 
and air freight are in direct competition. REA has argued In the 
Air Express Rates case the Express and freight should be priced 
by the airlines in the same cost-revenue relationship. 

The airlines now admittedly price freight below cost 
with the approval of the Board. Further, the Board’s staff has 
Indicated, in Ito study of the effect of wide-bodled aircraft 
economics, that an even stronger economic argument can be made 
for the use of Incremental costing. 

It requires no profound economic analysis to know 
that a competitive service burdened with costs which are not 
allocated to Its competition can not long survive. Antitrust 
policy has been applied to prevent supermarkets from running 
their competition out of business by uslrg loss leaders. 

Louisiana Farmers* Protective Union v. Great AtP Tea Co. . 131 P. 2d 
^19 (8th Cir. 19 ^ 2 ), See also United States v. New York Great 
AtP Tea Co. . 67 P. Supp. 626, 642, aff’d 173 F. 2d 79 (7th Clra 
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The oonecloue and continuing practice of pricing air 
freight below cost to increase market penetration at the same 
time as pricing Air Express on the basis of fully allocated 
costs raises serious questions about the mlsallocatlon of the 
transportation resources of this country, not to mf^ntlon the 
problems of discriminatory and predatory pricing. 

The Examiner in the Air Express Rate case treats 
these as matters which need not comem him (I.D. 34-38). In 
his view, the problem does not arise because "there is no 
evidence that the air express service cannot bear its full 
share of joint costs" (I.D. 38 ). Only by relying on cost data 
over two years old and rejecting REA's costs and projections of 
inflation, could the Exanlner reach such a conclusion. The 
pretense that serious coitt inflation has not existed in the 
last two years is hardly the cornerstone of enlightened regu¬ 
latory policy. More Importantly, however, the reasoning of 
the Examiner does not reach the crucial issue: even if Air 
Express hypothetically could bear fully allocated costs, is it 
fair, legal and in the Interest of the shipping public dependent 
upon the service, that it be called upon to do so, when air 
freight is not? 

If the Board should depart from past practice and 
determine in the Air Freight Rate Case that Air Freight 
has come of age so that its costs must be determined on a 
fully allocated basis, then perhaps it would not be unreasonable 
to put the airlines' share of Air Express costs on the saaw 
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basis. But to treat Air Express In that way before that 
principle has been applied to air freight Is discriminatory 
and prejudicial. 

Thus, the Issue of the proper revenue-cost relation¬ 
ship for express can only be properly decided by the Board 
simultaneously with Its decision on the proper rate level 
for air freight In the Freight Rate proceeding. Separate 
consideration of this Issue would be profoundly prejudicial 
to REA and to the shipping public. See Ashbacker v. PCC . supra. 

3. Every party to the Investigation of Air Express Rates 
Is also a peu’ty to the Domestic Freight Rate Investigation. 

t 

No party to the Express Rates case will therefore suffer any 
prejudice as a result of consolidation of both proceedings 
not for hearing but for decision of common Issues. 

4. The proposed consolidation will merely permit the 
Board to harmonize Important principles; It will not require 
the production of any additional evlden'se In the Air Express 
Rate case. The long-run public benefits which would result 
from accurate and fair cost allocations as well as equitable 
rate levels, obtainable only by consolidation, greatly outweigh 
the disadvantages of delay. The existence of Air Express 
service, and perhaps of REA Express, may well turn on the 
final outcome of the Air Express Rate case; the public Interest 
In the preservation of the service calls for the Board to decide 
these complex matters with the best possible data available 

and with the utmost fairness. Those objectives can be attained 
only if the Bxpreee and Freight oases are decided in light of 
the record made in both oases. 



For the reasons stated above, REA Express respect¬ 
fully moves that the Board (1) consolidate for decision the 


Investigation of Air Express Rates . Docket 22387, and the 
Domestic Freight Rate Investigation . Docket 22859; (2) stay 
the effectiveness of the Examiner's Initial Decision In 
Docket 22387 pending decision by the Board of both cases on a 
consolidated basis; and (3) extend the time for filing of 
petitions fbr discretionary review of the Initial Decision 
In Docket 22387 until after the Initial decision In Docket 
22859 has been Issued. 

Respectfully submitted, 

'Arthur Wlsehart 

\ 

Peter Q. Wolfe 
John J. C. Martin 
REA Express, Inc. 

219 East 42nd Street 
New York, New York 10017 

Of Counsel: 

Elroy H. Wolff 

Lelbman, Williams, Bennett, Baird & Mlnow 
1156 15th Street, N.W. 

Washington, D.C. 

May 25, 1972 

CERTIFICATE OF SERVICE 

I hereby certify that I have served this date copies 
of this Motion upon all parties to the Air Express Rate Case 
and the Domestic Freight Rate Investigation by first-class mall. 
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UNITED STATES OF AFERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 


Adopted by the Civil Aeronautics Board 
at its office in Washington, D.C., 
on the 6th day of June, 1^2 


EXPRESS SERVICE INVESTIGATION 


Docket 22388 


On May 25, 1972, Examiner James S, Keith issued his ini 
in the above-entitled proceeding. Pursuant to Rule 28 of th 
Practice, the Board will exercise its right of discretionary 
initial decision. 


ACC(XlDIN(a.Y, IT IS ORDERED THAT 


1. The aforesaid initial decision be and it hereby is stayed in its 
entiretv until further order of the Board; 

2. The Issues in the proceeding on review shall be all Issues in 
the proceeding before the examiner; 

3. The parties to the proceeding on review shall be the' parties to 
the proceeding before the examiner; 

4. Any party to the proceeding on review having objection to the 
initial decision shall file such exceptions with the Board not later than 
10 days from the date of this order; 

5. Briefs in support of the exceptions or in support of the initial 
decision may be filed thirty days after the date for filing exceptions; 

6. Thereafter the review proceeding shall be set for oral argument 
before the Board at a time to be designated later. 

By the Civil Aeronautics Board: 


(SEAL) 









BEFORE THE 

CIVIL AERONAUTICS BOARD 
WASHINGTON, D.C. 


EXPRESS SERVICE INVESTIGATION 


Docket 22388 


EXCEPTIONS OP REA EXPRESS 
TO THE INITIAL DECISION 

Pursuant to Board Order 72-6-27, dated June 6, 1972, 
REA Express, Inc. hereby states its exceptions to the 
Initial Decision of Examiner James S. Keith in the above- 
entitled procecdinG, 

REA submits that the Examiner erred in: 

1. Failing to reflect the interests of the shiiiping 
public by concluding (a) that it is not the purpose of this 
proceeding to settle the differences between REA and the 
airlines as to the terns of their future relationship, 

(b) that these differences do not go to the heart of the 
concept of A5r Express and (c) that they should be left 
for negotiation between the parties (I.D, 58), 

2, Denying REA’s request for authority as the sole 
Indirect carrier of Air Express independent of agreement 
with the airlines as a group (Ultimate Finding No. 4; I.D. 
63-64). 
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3* Rejecting REA’s application for air freight for¬ 
warding authority under Part 296 of the Fxjonomic Regulations 
(Ultimate Finding No. 6), thereby failing (a) to give due 
weight to the interests of the shipping public and (b) to 
promote the development of air ■transportation by facili¬ 
tating the diversion of substantial surface traffic to air, 

4. Refusing to receive into evidence Exhibit RFA- 
500, which sets forth REA’s financial projections demon¬ 
strating that REA requires air freight forwarding authority 
to continue to be able to provide Air Express (Tr, 1752), 

5. Refusing to require the production of evidence 
relating to the motive of air freight forvrarders in seek¬ 
ing "air express" authority (Tr. 2255). 

RE\ hereby requests leave to argue this case orally 
before the Board at such tine as the Board shall set for 
oral argument pursuant to paragraph 6 of Order 72-6-27. 

Respectfully submitted, 

_ /s/ Craig Itethews 

Craig Mathews 

John S. Hoff 

Leva, rzawes, Symington, 
Martin & Oppenheiuer 
815 Connecticut Avenue, N.W 
Washington, O.C. 20006 


Of Comisel! 

Arthur M. Wisehart 
Peter 0. Wolfe 


Counsel for REA Express, Inc 




June 16, 1972 
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certificate of service 


I hereby certify that I have this l6th day of 
June, 1972, served the foregoing Exceptions of REA 
Express to the Initial Decision by mailing a copy by 
first class mail or air mall, postage prepaid, to 
all parties or their counsel. 


/s/ Craig Itethews 
Craig Mathews 


r 
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Order 72-7*15 


UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D.C. 


Adopted by the Civil Aeronautics Board 
at its office in Washington, D.C. 
on the 6th day of July, 1972 


INVESTIGATION 0? AIR EXPRESS RATES 


Docket 22387 


DOMESTIC AIR FREIGHT RATE INVESTIGATION 


Docket 22859 


ORDER 

This proceeding involves an investigation of the air express rates charged 
by REA Express, Inc. (REA) and various direct air carriers in the U.S. and 
between the U.S. and Canada. Also at issue is the division of air express 
revenues as between RE/, and the direct air carriers, retroactive to April 9, 
1970. The initial decision of Examiner Milton H. Shapiro was served on 
May 1, 1972. Therein, the examiner found that the tariff rates under 
investigation are not reasonably related to the costs of domestic air express 
service, and are unlawful. The examiner also found that the division of 
revenue between the airlines and REA should be determined on the basis of 
costs, and that the present divisions result in an underpayment to the airlines 

After service of 'he initial decision, the Air Freight Forwarders 
Association (AFFA) requested a stay of the initial decision and deferral of 
all further procedural steps in this proceeding pending a final determination 
by the Board in the Express Service Investigation . JL/ In support of its 
motion, AFFA says that the Service case involves the fundamental question of 
the continuation of the present "air exprens" arrangement, and that a determina 
tion therein that the present arrangement should not be continued would 
render moot the question of rates for such services, which is at issue in the 
instant proceeding. 

Answers in opposition to AFFA's motion were filed by the 33 participa¬ 
ting direct air carriers (Participating Carriers), the Allied American Bird 
Company, division of the Hartz Mountain Products Corporation (Allied), and 
the Bureau of Economics (the Bureau). REA filed an answer supporting AFFA's 


1/ Docket 22388. 
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rcquast for «n indeflnlCe extension of tine for the filing of petitions 
for review of the initial decision herein and a stay of the initial 
decision. ^7 ^ 

Subsequently, REA filed a motion of Its own, requesting that the 
Instant proceeding be consolidated for decision with the Domestic Air Freight 
Rate Investigatio n. 3/ on the ground that the Interests of REA and air 
express shippers would be prejudiced by separate consideration of the cost 
and rate levels of air express and air freight. In support of this proposition, 
REA says that the examiner decermlned airline express costs In the Instant 
proceeding by allocating costs from a coinnon pool among freight, express, and 
mall, but that this cannot properly be done without deteralnlng the method 
of costing the other elements of the pool. Therefore, says REA,the airline 
express costs should be considered in the context of the determinations to 
be reached in the Freight Rate case. REA further argues that, apart from the 
question of allocation, REA and air express shippers would be prejudiced by 
attempts to decide, in separate cases, the appropriate rate levels for freight 
and express, respectively, since the two competitive classes of cargo should 
be priced by the airlines in the same cost-revenue relationship; otherwise, 
air express could be burdened with costs which are not allocated to the 
competing air freight. 

Answers in opposition to RE/V's motion have been filed by the Partici¬ 
pating Carriers, AFFA, and the Bureau, and REA has filed a reply. 

Upon consideration, tUe coisrd has determined to deny both the motion 
of AFFA and the motion of REA, Alttiough it Is possible,as AFFA contends, 
that the Service case will ultimately be decided in a manner such as to 
render some of the Issues nercln moot, such a result is by no means certain. 4/ 


By Order 72-5-67, issued May 18, 1972, the ioard extended the time for 
filing petitions for discretionary review of the initial decision until 5 
days after the Board's disposition oi AFFa's motion. 

3/ Docket 22859. 

4/ We note in passing that the ex.'-<r>tlncfr In .he Service case found, essentially, 
that the present air express arrangement should be maintained. The Board, by 
Order 72-6-27, dated June 6, 1972, has exercised its right of discretionary 
review of tnat Initial decision. Jn any event, the issue herein of retroactive 
adjustments to the revenue divisions wll. not be affected by the outcome of 
the Service case. 






If the ultlnetc determlneClon in the Service ceee results in e continuetion 
of the present air express system, deferral of the instant proceeding will 
have resulted in the continuation of air express rates and revenue 
divisions which, according to the examiner's initial decision, are unlawful. 

Moreover, the cost data in the record of this proceeding is based on 
1969 and 1970 operations. Therefore, deferral at this time could later 
cause the Board to be confronted with a choice of either resolving the 
issues on the basis df outdated evidence, or of remanding the proceeding 
for further hearing, thus greatly increasing the burden upon the parties 
and delaying still further the resolution of the issues herein. Finally, 
it should be noted that, although the outcome of the Service case would be 
relevant to the instant proceeding, it is equally true that the economic 
determinations made in the instant proceeding may well be relevant to our 
decision in the Service case. 

Since, as we have explained, the granting of AFFA's motion would unduly 
delay this proceeding, the same would be true, a fortiori. of the granting of 
REA's motion to consolidate this proceeding with the Freight Rate case, 
since hearing in the Freight Rate case will not begin until 1973. Moreover 
although some of the evidence to be adduced in the Freight Rate case might 
be relevant to the issues herein, it does not follow that the appropriate 
rates and revenue divisions for express traffic cannot be determined from 
the record in the instant proceeding. 5/ 

a 

Nor can we accept, as a reason for consolidation at this juncture, 

REA's argument that its Interests, and those of its customers, would be 
prejudiced by separate determinations of express and freight rates. To 
begin with, the argument comes entirely too late in the proceeding, since 
the problem now raised by REA has been inherent since the institution of 
tbe Freight Rate case on December 8, 1970. Moreover, REA's contention as 
to prejudice is based upon the examiner's finding that air express should 
bear fully allocated capacity costs, whereas at present air freight does not. 
P.EA is, of course, free to argue in favor of a different substantive result. 
In addition, REA's contention would seem to argue in favor of lower express 
rates in relation to freight rates, and this is the general effect of the 
initial decision, iu cum, although it would be desirable to avoid 


V Of course, REA will be able to seek whatever adjustments of express 
rates and revenue divisions may seem appropriate in the future. 
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disparities in the treatment of various classes of traffic when determining 
the costs which each must bear, such temporary disparities could be avoided 
only by detenalning rates for all claases of traffic in one proceeding. 

Since this would result in intolerable delays, we believe the public 
interest can best be served by proceeding to determine the rates for air 
express as expeditiously as possible. 

Finally, the Board has determined to exercise its right of discretionary 
review of the Initial decision pursuant to Rule 28 of the Rules of Practice. 

ACCORDINGLY, IT IS ORDERED THAT: 

1. The motion of AFFA to defer further procedural steps in the above- 
entitled proceeding be and it hereby is denied; 

2. The motion of REA to consolidate for decision the above-entitled 
proceeding and the Domestic Air Freight Rate Investigation be and it hereby 
is denied; 

3. The aforesaid initial decision in this proceeding be and it hereby 
is stayed in its entirety until further order of the Board; 

4. The issues in the proceeding on review shall be all Issues in the 
proceeding before the examiner; 

5. The parties to the proceeding on review shall be the parties to 
the proceeding before the »ixatnlner; 

6. Any party to the proceeding on review having objection to the 
initial decision shall file such exceptions with the Board not later 
than 10 days from the date o£ this order; 

7. Briefs in support of the exceptions or in support of the initial 
decision may be filed 21 days after the date for filing exceptions; 

8. Answering briefs may be filed 14 days after the date for filing 
opening briefs. 



^SLM 


9. Thereaftar tha ravlaw procaadlng shall ba sat for oral argumant 
before tha Board at a tlma to ba daaignatad latar. 

By tha Civil Aaronautics Board: 


(SEAL) 


HARRY J. ZINK 
Sacratary 



EXCEPTS PROM BRIEF OP REA TO BOARD IN AIR EXPRESS RATES CASE 



» » • 

or 41.8{. Therefore the figure shown on his Appendix B, page 

y 

1 of 1 amounting to a $2,378,000 reduction for REA should only 
be $1,337,000, as shown In our Exhibit B, 

DUE PROCESS VIOLATION 

In addition to the errors set forth above, REA costs 
were determined by the Examiner in violation of due process. The 
Examiner set extremely short time periods for the various due dates 
over REA objection. This caused numerous errors In the data sub¬ 
mitted. The Examiner then proceeded to select (from botli In and 
out of the record) the figures most disadvantageous to REA. We 
renew our objections to these procedures which failed to accord 
REA due process of law. 

Based on all of the above errors, the Board should find 
that REA's operating expenses for 1970 should be $60,134,000, In¬ 
stead of $55,786,000, as the Examiner found. 

B. The Examiner Erred in Refusing to Allow REA Any 
Increased Costs Resulting from Inflation _ 

The Examiner’s use of REA's 1970 cost levels without 
any adjustment for inflation in 1971 and 1972 is contrary tc 
the evidence presented by REA 9RE/i'REB-2150). The Examiner's 
reliance (I.D. 32) on the existence of the Economic Stabilization 


1/ This includes a transposition error of $81,000 on Examiner's 
Appendix C-1, page l8 of 18, footnote 1, Domestic Air Express 
Revenue $101,190,000 referenced to REA IR 16, page 1 of 5» 
showing $101,109,000. 







Program affords no support for his decision. First, the 

program did not even commence until three quarters of 1971 

had passed. Second, the Coot of Living Council’s goal is 

an increase in the general price level of 2.5 percent 

annually. (Price Commission Release, November 11, 1971), 

Even this objective has not been reached. Bureau of Statistics 

data shows a 4.3^ Increase for 1972 over 1971. (BLS Consumer 

Price Index). While REA's management has attempted to reduce 

costs, it also presented evidence in this case that REA’s 

1 / 

costs would increase in 1971 and 1972. (REA-REB-2150). 

Thus, the Examiner’s finding that there would be no cost in¬ 
creases because of management efforts (I.D. 34) 5s contrary 
to the evidence. 

Although the Examiner does not explicitly rely on 
it to support his rejection of REA’s projected cost incrcaf.es 
for 1971 and 1972, he was obviously Influenced by the argumoiit 
that the contraction of REA’s surface traffic in recent years 
has caused an Increase in Air Express unit costs (I.D. 33-34). 
The Examiner did not consider, however^ the fact that the 
change in traffic mix has not resulted in an unfair ’’shift" 
of costs from surface to air traffic; the change in 


late 1971, the Price Commission approved a $1 per ship¬ 
ment surcharge on Air Express. 
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traffic mix has resulted In Air Express being required to 
bear more of Its fair share of the fixed costs for personnel 
and facilities Incurred In REA's surface business which , 
benefits Air Express as well. 

• « 

If the decline in Air Express traffic volume has 

resulted In Increased Air Express unit costs, that is no 
reason to deny REA the ability to recoup those costs. The 
Board should find that REA's 1970 cost level should be In¬ 
creased by $ 1.70 per shipment to account for cost Increases 
In 1971 and 1972 (REA-REB-2150). This amount Is fair and 
supported by evidence in the record vjhich the Examiner ig¬ 
nored. 

C. The Examiner Erred in Determining the Return to 
be Allowed REA _ 

The Examiner's finding on return (I.D. 31), allow¬ 
ing REA $277,000 in return (I.D. 26), falls to apply the 
standard which is required by law and Board policy. That 
standard is "the sum of money needed to attract the capital, 
both debt and equity, required to Insure financial stability 
and the resulting capacity ... to render the service ..." 

D. C. Transit Syste m . Inc, v. Washington. Metropolitan Area 
Transit Com m. 350 P. 2d 753, 779 (D. C. Clr. 1965). Instead, 
he routinely applied the formula rate of return on invest¬ 
ment technique. 
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« « • 

by the Examiner - $277,000 on a business with $100,000,000 
In annual sales - Is plainly Inadequate. It can be arrived 
at only by a mechanical application .of rate of return 
methods ordinarily used for solvent businesses with substan 
tlal net worth, while Ignoring REA's real needs. The Board 
should find that REA must earn a return of $3.5 million 
per year from Air Express In order to attract capital. 

II. The Examiner Erred In Rejecting REA's Request 

that Freight and Express Bear the Same Revenue - 
Cost Relationship. _ 


REA has urged that Air Express divisions be based 
on the following formula: 

Airline Air Express Costs - Airline Freight Costs 
Airline Air Express Revenues Airline Freight Revenues 
Air Express Is a competitive service; It competes with air 
freight for the traffic of shippers. Unless the airlines are 
required by the Board to accept fair and equitable divisions 
from Air Express, on a non-dlscrlmlnatory basis as compared 
with air freight. Air Express will always be greatly disad¬ 
vantaged. In addition. Air Express shippers will always be 
forced to pay an unfair premium, pocketed by the airlines, for 
Air Express service. Clearly, for years the airlines have 
not been recouping their fully-allocated costs on air freight 
services. For example. United, American and Flying Tiger have 
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recently filed tariffo Increasing freight rates, based on 
their contentions that they suffered losses on all-cargo 
aircraft. (See Statements of Justification filed June 9, 
1972). The Board has found that the airlines In 1971 lost 
♦35.3 million In all-cargo service (Order 72-7-36, July 12, 
1972 ) and there is no dispute that the airlines also carry 
freight In combination service at substantial losses ( DPFI , 
Phase 7 - Fare Level . p. ^3 n. 80 ), The Examiner’s decision 
that airline Air Express divisions should return to the air¬ 
lines their fully-allocated costs requires Air Express to 
subsidize air freight losses. 


Many shippers must use Air Express because they 
are located in small communities or they deal In unusual 
commodities, as Examiner Keith found In the Express Service 
Investigation , Docket 22388 (I.D. 42-^7). In many communities, 
the airlines and air freight forwarders do not provide pickup 
and delivery service and for many commodities there is no • 
air freight or air freight forwarder pickup and delivery 
service anywhere. These shippers are discriminated against 
when they are forced to subsidize air freight service by 
paying Air Express rates which are not Justified by the cost- 
revenue relationship. The discrimination Is unjust because 
the service received by Air Express shippers Is substantially 
similar to the service received by air freight shippers, and 
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the rate difference is not caused by cost differences. Dis¬ 
criminatory rates cannot be Justified by need for increased 
revenue or factors other than "those factors which regulatory 
practice in the transportation industry has,'through experience, 
found relevant." Transcontinental Bus Systems. Inc. v. CAR. 

TT -- 

383 P.2d il66 (5th Cir. 1967).“ 

In addition, REA Itself has been and will continue 
to be discriminated against under the Examiner's decision. 

Its payments to the airlines for air transportation will be 
determined on a fully-allocated cost of air transportation 
basis, while the air freight forwarders, its competitors, will 
pay for line-haul on the basis of air freight rates, determined 
on a less than fully-allocated cost basis. In Airfreight 
Forwarder Investigation 2H C.A.B*. 755 (1957), the Board ruled 
that special rates for forwarders are unlawful if reasonable 
Justification is lacking. Here the difference between the 
amount set for Air Express REA and the air freight forwarders 
pay for air transportation is not Justified by cost differ¬ 
ences, or any other valid Justification, and it is therefore 
unjustly discriminatory. 

f 

•That the rates are Indeed discriminatory is'shown 
by Appendices E and F herein. These show that for lengths of 
haul over *<00 miles, the airline share of Air Express revenue 

k 


^/Examples of Justification given were lower costs, 
delivery time, and' standby service. 


extra 


< , 
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under the Examiner's tariff is consistently higher than 
American's return for ali’conomy, a complete alrport-to- 
alrport freight service, and that the share is so close to 
general commodity rates that little room is left to compensate 
REA for its costs. 

Although the Board has not yet finally determined 
fair and reasonable freight rates, the fact remains that 
REA and Air Express shippers are being forced to compete at a 
disadvantage with air freight forwarders and air freight 
shippers. This is a violation of Section i»0il(b) of the 
Act, as well as a threat to the existence of Air Express 
service. REA raised these questions of rate discrimination 
as early as its Petition and Complaint, filed on April 9, 

1970. The Board should therefore establish airline Air 
Express divisions it. the same cost-revenue relationships 

the airlines have for air freight as expressed in the following 
formula: 

Mrllne Air Express Posts - Airline Air Freight C osts 

Airline Air Express Revenues Airline Air Freight Revenues 
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« « • 

the Board has found costs In previous cases to v/hich 

REA was not a party. There must be evidence in the re¬ 
cord of Uils case to support the finding of such costs — 

2 / 

and there is none. Neither the airlines nor the Bureau, 
throughout this proceeding, nas been able to specify a 

single penny of capacity cost attributable to priority or 
to density. 

The Examiner also relied on the Board's statement 
Nonpriority Ma il Rate case that the costs of "unused 
capacity" should be allocated. But the Examiner ignored 
the Board's more recent refusal, in the DPFI, to charge 
the public for all the costs of excess capacity. If the 
same theory applied to REA it could allocate to Air Express 
with priority and density weightings the costs of unused 
Joint surface and air terminal and truck capacity. The 
result, of course, would be rates so high as to drive away 
all Air Express business. 

Not only is the Examiner's finding that costs 
result from priority and density unsupported in the record, 
but so are the amounts of the adjustments. The Examiner 


1/ See note on page 

2 / The Examiner refused 

the record a study of 


22 


_, Supra. 

to delay the hearing to 
priority which the airlines 


include in 

^ 4 -u^ p ” me axi-xines Submitted 

Express Service Investigation . Docket 22388. This 
study would have established that between rand 2% of flights 
nr slrllnes tested left cargo"behind because of lack 

V' available. These facts wBuld have established 

that the true availability of capacity does not warrant 
priority adjustments. 
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limited airline functions are at least 3 times and perhaps 
up to 10 times more costly to perform for Express as for 
freight. Only by such monumental multiplication of probable 
real costs for priority can he reach the desired goal that the 
conclusion that the limited functions performed by the 
airlines for Express cost as much as performing all functions 
for freight. 

As Justification, the Examiner, contrary to the 
record in this case, claims that Express "has first call on 
the common pool of labor and facilities" and Express "uses it 
with greater frequency." 'Cl.D. 62). These unquantlfled shreds 
of support fall far short of Justifying the many-fold Increase 
in unit cost made by the Examiner. In addition. Express has 
third call, after baggage and mall, not first call. 

REA's estimates acknowledge that an Express ton 

costs the airlines more to load, unload and move between 

aircraft and REA terminal than does a ton of freight. The 

allowance for this appears in REA-1087A where Item A 3 (Col. 

C) was Increased by a factor of some 6 times that used 
1 / - 

by UAL for performing these functions for freight carried 
on combination aircraft. The substantial upward factoring 
of the UAL purported costs (arrived at by an industrial 
engineering survey) is more than adequate to allow for the 
special handling characteristics of Express. 

.The careful analysis made by REA's witness 
McIntosh is strongly supported by an exhibit (I.R. 22) filed 

1/ UA-9 as shown in REA-10b7A. 
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by United Air Lines in the Domestic Service Mall Rates 
Investigation . Docket 23080. This exhibit, an engineering 
study of the noncapacity costs of mail, freight and Express 
in all-cargo and combination aircraft, reaches results which 
closely approximate the Judgments made by Mr..McIntosh 
and directly contradicts the evidence presented by the 
airlines In this case. This study shows that hand loaded 
Express requires only 70 man-minutes per 1000 pounds for 
loading, unloading, runners and coverage, while all-cargo 
freight requires 60 man-minutes. Thus, Express ground 
handling costs are only 1.17 times ground handling costs 
for all-cargo aircraft, less than the 6 times all cargo 

costs estimated by Mr. McINtosh and far less than estimated 
by the airlines. Shortly after the hearing, REA moved that 
the record be reopened to receive the United study. The 
Examiner erred in denying the motion. The Board should 
receive the study for the record and use it to confirm Mr. 
McIntosh's conclusions. 

The Examiner violated due process of law in admitting 
and relying upon the testimony of two airline witnesses, 

Mr. Jacks and Mr. Patterson. The Jacks exhibit (PC-RT-2) 
should not have been admitted. The exhibit sponsored by the 
witness was merely a small part of a larger study of freight 
costs, which was in progress at the time of the hearing (Tr. 
792). But REA was prevented from cross-examining Mr. Jacks 
on the study of which his exhibit was only a part (Tr. 793) 
and was thus unable to probe the accuracy of the study which 



the Examiner apparently relied upon (I.D. 57 ). The Board 
should exclude the Jacks exhibits and testimony. See Order 


71 - 7-67 (July 13 , 1971 ) in Increase-in Signature Freight 
^rvice Charses Proposed by American Airlines . Docket 23602. 
The Examiner erroneously stated that Mr. McIntosh relied 
upon the Jacks study (I.D. 57). This is not so. Mr. 

McIntosh used another, earlier United study (AU-9 in 
Docket 20398 ) as-a guide only (REA-IO 86 A) (REA-1000, pp. 7 - 9 ) 
Similarly, a study prepared in 1968 by Booz, Allen & Hamilton 
commissioned by the airlines, and admitted in evidence in the 
Exj)ress Service Inves tigation . Docket 22388, is inconsistent 
with the evidence Introduced in the record in this proceeding 
by the airlines and in harmony with Mr. McIntosh’s analysis. 
The Examiner erred in denying REA’s motion that the study 
be received in this record. The Board should admit the study 
and consider it in connection with Mr. McIntosh’s exhibits. 

Also contradicting the airlines’ evidence in this 
case was the testimony of L. John Elchner in the Express 
Service Invest igation . L. John Eichner was the airlines’ 
principal witness in this proceeding and the service case. 
REA’s motion to Include in this record portions of Mr. 

Elchner’s testimony in Docket 22388 was also erroneously 
denied by the Examiner. Mr. Elchner testified in the 
Service case that Air Express minimum charge shipments are 
cheaper for the airlines to carry than minimum charge 
freight shipments. This too should be admitted by the Board 
and considered in connection with Mr. McIntosh’s testimony. 
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73-12-36 

UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 


Docket 22388 

EXPRESS SERVICE INVESTIGATION 


Decided: December 7# 1973 

1. Agreements providing for air express service between REA Express, 

Inc., and participating scheduled airlines and among the participating 
airlines disapproved, and prior approvals withdraw. 

2. Exemption authority of REA Express, Inc., to conduct air express 
service terminated. 

3. REA Express, Inc., awarded air freight forwarder authority. 

a 

4. Scheduled air carriers found to have obligation to offer priority 
service as part of their duty to provide/adequate.Interstate and 
overseas air transportation. 
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OPINION 

iY THE BOARD: 

I. INTRODUCTION 

llils is s procssdlng to explore the role of express service 
in sir trsnspdrtation. The crucial issue in the proceeding, from 
the start, has been what action the Board shohld take in respect to 
the indirect air carrier authority of REA Express, Inc., and the 
related agreements between the various airlines and REA. 

Administrative Law Judge James S. Keith concluded, after presiding 
at a lengthy hearing on the matter, that express service in its present 
form serves a oieful public purpose and should be maintained basically 
without change. In support thereof he found (1) that there are Important 
differences between air express and other forms of air freight, i..e., 
that air express is cheaper, faster, provides more comprehensive 
geographic and commodity coverage, and enjoys the exclusive benefit 
of priority treatment by the airlines; (2) that the present type of 
inter-airline agreement and the type of agreement between the airlines 
and REA are essential to the existence of air express service and should 
therefore be continued; and (3) that REA is the only qualified ground 
agency willing and able to enter into agreement with the airlines to 
provide air express service, and should therefore be continued as the 
exclusive indirect air carrier of express. 

By Order 72-6-27, June 6, 1972, the Board exercised its right of 

discretionary review. Briefs were filed by Allied American Bird Co. 

* 

(Allied), Bureau of Operating Rights (BOR), REA Express, Inc. (REA) and 
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Southern Pacific Air Freight, Inc. (SPAF). The Air Freight Forwarders 
Association (AFFA), Emery Air Freight Corporation (Emery), the National 
Industrial Traffic League (NITL), and the Participating Airlines 
(airlines) adopted their briefs to Judge Keith as their briefs to the 
Board. 

The airlines generally agree with the findings and conclusions 
of Judge Keith. 

REA agrees with Judge Keith's conclusions concerning the utility 
of air express and REA's role as the exclusive indirect carrier thereof. 

But it contends that the judge failed to take steps necessary to insure 
the continuation of REA and express service. REA claims that if the 
Board maintains the status quo, as recommended by the administrative law 
Judge, it will not be able to continue to provide service in many markets. In 
order to avoid this result, it urges the Board to adopt three courses of -actio 
First, the Board should award REA permanent authority as the exclusive 
indirect carrier of express. Second, it should reform the airline-REA 
agreement so as to (1) eliminate rules therein that require REA to 
divide up shipments among all available air carriers; (2) permit REA to 
offer the shipping public air express tariffs free of airline control; 
and (3) permit REA to consolidate and containerise air express traffic. 

Third, the Board should award REA air freight forwarder authority in 
addition to its exclusive air express authority. In this respect, REA 
maintains that it needs air freight forwarder authority in order to spread 
the costs of air express over a greater volume of business than air express 
is capable of generating. 
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The tvo shipper parties, NITL and Allied, agree that there la a need 
for air express service. NITL supports the findings and conclusions of 
the Initial Decision. Allied wants the Board to take steps to eliminate 
the threat of a discontinuance of air express service resulting from the 
inability of the airlines and REA to agree to terms. 

BOR and AFFA urge the Board to cancel the air express agreements 

and to terminate REA's exemption. In their view: (1) there are no 

material distinctions between air express service and air freight 

service provided by the airlines directly or by the forwarders indirectly, 

and that accordingly, there Is no basis for affording REA different 

regulatory treatment from the forwarders; (2) the present air express 

arrangement Is otherwise contrary to the public interest. BOR and 

AFFA generally agree that there is a need for air f.elght services of 

a highly expedited character to handle freight involving life or death 

commodities, highly perishable products, or articles that must reach 

consignees particularly rapidly for various reasons. To accommodate this 

type of traffic, BOR recommends that the direct air carriers file tariff 

rates and rules providing for whatever special handling may be required. 

Such tariffs would be available not only to the air freight forwarders and 

the general public, but also to REA,which should be given air freight 

1 / 

forwarding authority under Part 296 of the Economic Regulations. 

Oral argument has been heard, and the case stands submitted for decision. 

_!/ Emery and SPAF generally agree with the BOR position. However, 

Emery would limit the high priority tariff to "humanitarian connodltles" 
and those critical to the national defense. SPAF Is willing to accept 
BOR's proposal, but. If the concept of air express is maintained, SPAF 
urges that a limited number of forwarders now offering an express type 
service also be granted air express authority. 





II. SUMMARY 

Earlier Board dcclalona established air express as a separate service, 
apart from all other air cargo aervlcee, and granted REA a monopoly to 
conduct that service. For some time, however, REA'a operations have been 
on the brink of extinction. In the first place, the very existence of express 
service today is wholly dependent upon a 1970 court decree requiring REA and the 
airlines to continue service. Not only have the parties been unable to agree 
on the terms of express service, but their long-smoldering disputes threaten 
to erupt again in the future, thus Jeopardizing the express scheme. Secondly, 

REA is financially impoverished and, by its own statement, does not want to 
continue service under the present regime. 

The real issue, therefore, is not %rhether to continue the separate service 
known as air express, but whether to attempt to change it — or to replace it 
entirely. Neither choice is inviting. The first alternative requires strengthening 
REA's monopoly position at the expense of the airlines and forwarders and, quite 
likely, shippers as well. The second alternative is to let air express become 
part of the general air cargo business and, by licensing REA as a forwarder, allow 
REA and other forwarders to serve all or most of this market, probably at somewhat 
higher rates. Either alternative entails some risks and uncertainties about the 
future. As we see it, the latter choice is the best available to us. 

REA seeks to expand its present authority because it cannot continue air 
express service unless it returns to profitability. To accomplish this, REA 
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Insists that It not only be allowed to maintain Its stranglehold over air 
express, but also be given an air freight forwarder's license. But the 
Board cannot find that REA's possession of dual air express-air freight 
forwarder authority would be in the public interest. On the contrary, it 
would place REA in a position to dominate the entire Indirect air carrier 
Industry,with consequent adverse Impact on the development of air freight. 

It would cause serious confusion for REA's customers as to nature of the serv -. rs 
any given shipments would receive. And It would divert REA's energies away 
small shipment, small community, service. 

In any event, .lEA's partners In express service, the airlines, have 
••J^sd notice that they would refuse to enter into an' air express agreement If 
REA acquires dual authority. So this option is not available as a practical 
matter. 

In addition, REA wants the Board to reform its express agreement with 
the airlines so that REA would have ratemaking powers free from airline veto. 

That request is neither feasible nor desirable; it would only breed a host 
of new problems. Again, independent rate authority would simply divert 
REA's energies away from small shipment, small community traffic. It would 
present Insoluble regulatory problems since the data needed to evaluate 
proposed rate changes would not be available. And it would increase the 
likelihood of sudden disruption of service resulting from Irreconcilable 
differences arising between the airlines and REA. Finally, to the extent 
REA's proposal could be put Into effect, the likelihood is high that the grant 
of independent ratemaking authority would not increase REA's traffic enough 
to make REA profitable again. 
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Because of these reesone, REA cannot be given the authority it seeks — 
uiileee the chance that It could thereby continue its separate express service 
is so vital that it outweighs all other considerations. That is not the case. 
For, as this nation's general air freight industry has grown end developed, 
many of air express' historical advantages have withered away. No longer 
la air express faster than general air freight service. The priority status 
of air express shipments rarely has any impact, and in any event, shipper 
requirements for priority service can best be made by airline tariffs 
specifically intended to meet those needs. Finally, in terms of geographical 
and commodity coverage, few (If any) polnta, and no coonodltles. will go unserved 
® result of the termination of air expreas# In aun. an end to air express 
will not deprive the public of any unique services. 

This decision marks a change from the Board's 1948 conclusion that 

2 / 

"the public interest requires the continuance of [REA'el sir express service."” 
That finding, which was not meant to be binding for ell time, reflected the 
Infant state of the new air freight industry. Until 1944, all air cargo 
was carried as air express. The first airline begsn carrying air freight 
(as distinct from sir express) that year; and the first forwarders were 

J/ Air Freight Forwarder Case, 9 C.A.B. 473, 483. Even at that time, 
the airlines regarded the REA arrangement as temporary "until the airlines as 
a group ware ready to take over all express operations." See National Air 
Freight Forwarding Corp. v. C.A.B., 197 F.2d 384,388 (D.C. Clr. 1952). In 
1955, without a full-fledged re-examination about whether an express service 
(separate from sir freight) was still needed, the Board continued REA'e 
authority on the ground that, at that time, "There is no substitute 
available * * Air Freight Forwarder Investigation, 21 C.A.B. 536, 

564, 630. Of course, even after REA's express authority terminates, the 
airlines remain free at all times to provide express service themselves. 


670(a) 



authorlMd to boglo operation. In IMS. st.ndlng then et the beginning of 
e n«< ere, the Board could not know that twenty-five year, hence REA would 
be nearly deatltute. that the n«,ly-authorU.d forwarder, would be offering 
feat, co«pr.h.n.lv. aervlce, that REA would be unwilling to continue nationwide 
Mcpr.....rvlc.M.c.pt with dr.atlc.lly enpanded authority, and that the 
likelihood would be low that REA could continue It. exl.tlng aervlce even 
were that n«, authority to be granted. A. a r.oult of the., development,, 
the Board no longer he. the option to continue ..pr.,. ..n-lc. In the format 
contamplated in IMS, and conaeouently, cannot r«ich the amne conclualon. 


In contempUtlng air eapreaa' d««l.e, the Board 1. .war. that thl. 
aarvlce offara the lowe.t nongov.mmental r.tefto many .mall-package ahlppera. 
Thl. would b. a compelling reaaon to continue air .apt... If that war. poaelble. 
Indaed, th. Board ha. given aerlou, thought to Inviting the partite to continue 
operation, under th. pre.ent contractual arranganenta. Even If REA were willing, 
how«,.r. It would be forced to curtail many of th. pr.aent a.rvlc.. which have 
Ju.eltl«i keeping air ..pr... a. , ..p.rat. aervlc.. And once REA 1. reduced to 
perallellng thoa. eervlce. which airline, (and forwarder.) already provide, the 
airline.' continued tjllllngn... to eupport REA a. both a partner and a competitor 
1. open to doubt. Moreover, although REA might aomehow muddle through for 
awhile. It would only be po.tponlng the ln«-lt.bl. collapee. Por. under any 
angcment aatlafactory to the alrllnea, REA cannot cure Ita financial plight. 
And, If REA gain, ba.lc advantage, it ...ka. It cannot avoid rancorou. dlepute. 


with th. airline.. Whether or not th. errangmaent la revlaed, ..pr.rvlc. 


Will remain In chronic danger of audden euspenalon. 


.-T;. "• -oe. Of air eapre... 


/ 





The time hee come to lay a aolld groundwork for a dependable small- 
package service. That la not possible so long as REA's express service 
continues to exist. For. while REA continues Ita monopoly, and offers 
Its low rates, air freight forwarders cannot economically afford to 
expand Into REA'a special markets and offer competitive small-package 
service. Once air express markets are opened to all, Including REA, 
small-package shippers will have the chance to gain the benefit of a 
truly dependable service. And they will be released from the constant 
threat that the only available service will suddenly disappear. 

In the long run, we believe, this result will best serve both 

the public and REA. Once REA becomes an air freight forwarder Instead 

of an express carrier. It will be freed of artificial constraints and have 

a genuine opportunity to rehabilitate Its finances. Moreover, once the 

express monopoly ends, both airlines and freight forwarders will be 

encouraged to fill any service voids and to achieve, as a result of 

±1 

competition, a more optimum balance of price and service. 


Except to the extent modified herein, we adopt as our own the 
findings and conclusions of Judge Keith. 
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III. background 

Air express is one of the three types of federally regulated air- 
■ cargo service available to^the shipping public today.“^It Is a service of 
the scheduled air carriers and REA. and Is provided pursuant to two Inter- 
•Irllne agreemsnts. The first (Agreement CAB 12866) organises the airlines 
Into a collective unit for the purpose of dealing with the matter of air 
•xpress service and with REA (the -ground agent") through an authorised Air 
Express Negotiating Committee. The second (Agreement CAB 17935) joins the 
airlines and REA (the chosen ground a^ent) Into a type of partnership for 
the provision of air express service. Under the Air Express Agreement. It 
is the responsibility of the airlines to provide alrport-to-alrport service 
for a "normal" amount of air express on a priority basis, and It Is REA's 
obligation to provide various ground and administrative services. However, 

St the airports where REA has no airport field offices (approximately 85 
percent of the air carrier airports In the country), the air carriers perform 
all ground services (such as transfers between aircraft, routing of shipments, 
receiving and delivery over-the-counter shipments, and paperwork)^ The airlines 


sir ffelg!!?.'''^ ‘""I"*** air express and 

freight.'’^*'* forwarder air 

ooerarLa^ind^Jh^^"* *'*®’^^*‘** ^1 U.S. carriers (including two helicopter 
operators and three all-cargo carriers) and two foreign-flag carriers (Air 

ine agreement between the afriinA.* ..t.' 
other will sometimes hereafter be deferred to 

9/ The Air Express Agreement contemnlar k * ^^P*"*®* Agreement." 

the billing and claims handling and aUo ^ perform 
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avtlMthat 28 p.rcant of all air express shipment handlings occur at 
these airports. 

Air express offers broad geographic and commodity coverage, and . 
a relatively simple rate structure that Is designed to be particularly 
attractive for small shipments moving relatively short distances. While 
door-to-door service Is provided without extra charge, a substantial 
percentage of air express shipments move on an alrport-to-alrport basis 
because of the delays Inherent In pickup and delivery service. Because the 
rate structure for air express is constructed on a weight and mileage block 
basis, air express rates do not take account of market density considerations or 
the rates of competing carriers. Air express rates are generally not affected 
by the nature of the commodity shipped. 

The last Air Express Agreement to receive Board approval was entered 
Into In 1964 and ei^red on June 30. 1969. After a delay due to a change 
In ownership of REA, negotlstlons between the airlines and REA on a new 
agreement were undertaken, but proved fruitless.. Finally, on April 4, 1970, 

REA filed a Petition and Complaint with the Board (Docket 22096) Indicating 
that the differences between It and the airlines were so basic that they could 


10/ For nearly 40 years REA was owned and controlled by the nation's 

railroads sold their controlling Interest to 

99.2X of R^ s stock snd tha fractional balance was owned by two railroads The 
railroads have an option to buy back 19.8^ of REA's stock by July 1974. The 
holding co^any also owns all of the stock In The Express ConvanJ, Inc which 

‘If fMlght (o™.rdir.a?horlt,. 

AShortt,. Pr.l,h, p„n,.rd.r 

talksT^ ***'^^** •**’**‘* ^tensions of the 1964 agreement during the 
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The airlinea 


----- or cne air axpreaa agreement was 

preferable In their view to an agreement that would constitute a surrender 
to UA’e daa»Dda. The Instant investigation was Instituted on July 23, 1970 
pertly in response to the parties' inability to settle their differences 
informlly. However the dispute continued unabated thereafter. REA refused 
an airline offer to extend the agreement beyond July 31 

date of the last agreed upon extension) 

c 

aabargoing all air express shipments 


1970 (the expiration 

**^d the airlines responded by 

, effective midnight on that date. 

At this point various shipper groups sought and obtained court orders that 

r«p.lr.d the airlines and REA to continue air express operations pending a 

determination in this proceeding and a contemporaneous investigation of air 

lie/ 

express rates in Docket 22387. 

The parties are now operating under an interim agreement, scheduled 
to expire 60 days after the date of the final orders in both cases. 

It is likely, therefore, that but for the court orders and these investigations 
there would have been no interim agreement, and, hence, no air express service. 

Turning to REA. it operates cs both an ICC-regulated surface express 
carrier, and as the airlines' express service ground agent. It has run into 
troubla in both areas. Its surface traffic has declined from about 
47 million shipments in 1967 to 15 million shipments in 1970. . Since REA's 
farflung organisation depends on a large volume of traffic for its viability, 
the decline in «.rfa« traffic has put heavy pressure on REA's air express 
functions. But REA's air express traffic, while not suffering continuing 

declines comparable to its surface traffic, has not been Increasing rapidly 
either, in merked 


proceeding) 
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Express and Air Freight Traffic. 1960-1970 
(Thousands of tons) 


Calendar 

Year 


REA 

Express 


Direct Air 
Carriers 


Air Freight 
Forverdera 


1970 

122 

2,145 

640 

1969 

134 

2,049 

512 

19681 

136 

1,830 

391 

1967 

121 

1,564 

295 

1966 

118 

1,442 

239 

1965 

110 

1,266 

218 

1964 

96 

1,004 

163 

1963 

84 

827 

128 

1962 

82 

769 

110 

1961 

73 

N.A. 

98 

1960 

70 

522 

N.A. 

intage Increase 




Years 1966-1970 

37. 

497c 

1687. 


Urgely as a consequence^of the foregoing, REA's financial position 
has deteriorated drastically, it Ksa survived Ih recent years only by.selling 
off capital assets anjountlng to $48,000,000, and at the present time Its saleable 
assets are virtually exhausted. 


12/ Air parcel post figures for the 1960-1970 period are difficult 
to utilise because of definitional changes In ths 1960's. However, for 

shipments Increased from about 

123 »UC^ tons to about 185j000_tons. 

13/ REA's net worth in 1970 was minus $26,000,000. Its last profit¬ 
able year was 1965, when it earned about $1,000,000. Since then 
(through 1972), it has lost about $68,000,000. 







IV. AIR EXPRESS WILL FILL NO UNIQUE SERVICE NEEDS 

Notwithstanding REA's perilous condition, the Administrative 
Low Judge recoonended that air express be continued because he 
thought that It provided a unique service. Insofar as the Law 
Judge viewed air express as Irreplaceable from the standpoint of 
service convenience, we cannot agree. In the early days of air 
ftelght, alt express did possess many service advantages over 
conventional air freight. Many of those advantages no longer 
Others are likely to disappear soon; and the remainder 
can be achieved through other means. 

A. Speed of delivery and priority treatment . 

REA and Its supporters have long claimed that air express 
service Is unique In that; (1) It Is faster than other 
forms of air cargo transportation, and (2) Its priority rights 
Insure that a shipment will travel on the earliest flight out. 

In fact, however, air express generally Is not faster than air freight 
forwarder service, and Is often slower; the priority rights of air express 
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shipments only rsrely have any effect; and to the extent that extra-quick 
transportation and priority rights are useful to shippers, they can beat be 
provided by airline tariffs so providing, without being tied, as they are now, 
to door-to-door sir express service offered solely through REA. 

Air express Is not faster . The weight of the evidence of record 
establishes that sir express Is not unique In providing expeditious service 
to the public; other forms of sir freight provide service that Is as fast, 
or faster than, regular express service. Indeed, even the airlines, a 
partner and strong supporter of continuing the express arrangement, con¬ 
cede this point and for good reason. Shippers use air transportation 
to save time, and the forwarders, among others, appreciate that In their 
competitive environment they must provide fast and efficient service In 
order to survives. Consequently, the forwarders have developed services 
and operational techniques that are comparable, and In some Instances superior, 
to express service: (a) both types of service provide for the shipment to 

be picked up and placed aboard aircraft the same day, and to be delivered at 

U/ 

destination the "next day," when airline schedules reasonably permit, 
otherwise the second day; fb) forwarders, like REA, tender shipments to the 
airlines throughout the day to achieve maximum speed of delivery; (c) express 
service does not provide for faster ground handling; and (d) as we shall 
discuss shortly, the priority feature of express generally has no significant 
effect upon the movetaent of air cargo. 

157 A shipment that Is delivered within 48 hours of the time that It 
had been picked up Is considered to be a "next-day delivery" In Industry 
usage. See Initial Decision at 39. 
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Elapsed time surveys conducted by the parties support the conclusion 
that air express Is simply not faster than air freight. While these surveys 
have a number of failings, they nevertheless do indicate that in the nation’s 
major markets, at least, REA's services do not produce an elapsed time 
distinguishable from other air freight services. The results of these 
surveys are set forth at 39-41 of Judge Keith's Initial Decision. Summarized 
here, the surveys showed that the majority of air express and air freight 
shipments received nexS-day service, and nearly all shipments received at 
least second-day service. Indeed, Emery’s survey showed that Emery provides 
faster door-to-door service than REA; and REA's own survey, using REA's 

IL/ 

own standards, corroborates Emery's. 

Priority treatment rarely has any i mpact . The air express arrangement 
provided that the airlines will give space priority on aircraft 
to axpress shipments. In 1948, when air cargo space was very limited, the 
Board found that priority was a distinguishing characteristic of air express. 
But circumstances have changed. While 'e amount of cargo moving by air 
has increased dramatically, the amount of cargo space operated by the 


15_/ See Initial Decision at pp. 39 and 48. 

U/ REA's figures indicate that both REA and Emery achieved identical 
first-day performance (45.87.). However, at the hearing it was established 
that Emery's performance was even better since a number of shipments, not 
reported by REA, were also delivered on the first day. Tr. 2670. More 
specifically, REA's survey indicates that Emery achieved comparable 
first-day service, and faster second-day service (l.e., 92.3Z of Emery's 
shipments were delivered by the end of the second day, as compared to 87.5% 
for air express). 
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Thus the problem today is not finding 


•irlio®s has increased even faster* 

ctogo c.p.clty, but filling It.-^ * ,ur.u, conduct.^ by th. .Irlln.., and 
.ul».ltt.d into ..Idonc. In thl. procdlng. .ho., th. .ff.ct of that pl.thor. 

Of cargo capacity on th. .f th. priority ..pact, of th. air axpra... of 

th. flight. .ur«y.d,only on. out of euary 58 (1.7X, d.p.rt.d .Ithout .ufflclant 
space to acconaodate the cargo tendered for the flight.~^ 

capacity that now goes^^unLed^lI^hlgh^*^**^* percentage of available cargo 


All carriers in scheduled 
domestic service 
Trunks and Pan American 
All Cargo Operations 
Local Service Carriers 


iraUSED CARGO CAPACITV, SchcduUd DoK.tlc Service 

(Fiscal Year 197-^ ^ 

70.57. 

72.5 

39.9 

74.7 


Jiy'S^rSf*:; «‘:i.‘t‘ed”e5:.r‘ «P«‘ty of preent- 


Post 1955 Combination 
_Aircraft 


^^*“1955 Combination 
_Aircraft 


Aircraft Type 


B-747 

L-1011/DC-10 
DC-8/B-707 
B-727-200 
DC-9 


Cargo Capacity 
(Cubic Feet) 

6,250 

3,000 

1.350 

850 

6«0 


Aircraft Typ e 


DC-7 
DC-6 

Constellation 

DC-4 

DC-3 


Cargo Capacity 
(Cubic Feet) 

750 

350 

45C 

250 

85 


.t/ iMt fonii.1 clew of elr .rpr... «. in loss 

pp:t“?' "• L':ifAir°p”“g^:: 

other peak seasons (I.D. 33 48 52^ On *’°*’^‘* “8 holiday and 

the airlines' survey. aitterent than the figures resulting from 











Thus the utility of the priority provisions In the air express agreements 

20 / 

Is very limited, as even REA conceded elsewhere. Moreover, as we now discuss, 

shipper requirements for priority service can best be met by airline tariffs > 

specifically Intended to meet those needs. 

High Priority Tariff . The evidence before us shows that notwithstanding the 

considerations discussed above, highly expedited service that gets priority 

treatment Is useful to various shippers, and that they use air express to satisfy 

these requirements. Upon consideration of the record herein, we find ourselves In 

agreement with those shippers that there Is a need, albeit a very limited 

one, for service of that nature. We have further concluded that such a need 

can and should be met through the publication of high-priority tariffs by the 

21 / 

various direct air carriers. We discuss this matter more fully below, and 
only note here that as a result of this determination shippers Interested In 
priority status for their shipments will be able to get It from both the 
direct air carriers and air freight forwarders, and REA's monopoly over such 
service will be ended. 

B. Geographic Coverage . 

REA, like the direct air carriers and the air freight forwarders,does 

22 / 

the bast bulk of Its buslhsss In a relatively few large markets. Nonetheless, 
while REA Is under no mandate to serve any given point, REA has long provided 
broader geographic coverage than the direct air carriers or any air freight 
forwarder. Previous Board decisions approving the air express system were 
based. In part, on this factor. 

On the other side of the coin, as we weigh the evidence of record, few (If 

any) points would go unserved as a result of the termination of air express 

22y See Initial Decision, Rates Proceeding, at page 38. 

21/ At pages 38-394 

2^ For example, REA's own exhibits show that 6 cities produced 567, of Its 
total air express shipments, and only 4% of Its combined offices produced 82% of 
Its total air express shipments. Similarly, they show that 87.4% of REA's gross 
O&D revenues come from only 6.5% of the thousands of offices It claims It has. See 
E)dis. REA^T-8, p. 4; REA-202, p. 2; REA-205 and REAp 212. See also Exhs. AFFA-R-11 






service. To begin with, the direct air carrlera offer edLr frel^t service, including 

pickup and delivery service, to and from virtually every air carrier airport city, 

23/ 

and its environs, in the United States. 

ihe larger forwarders also offer service to virtually every air carrier airport 

2 ^/ 

city, and serve about as many cities with exclusive stations as does REA: 

66 for Emery, 56 for Airborne, and 69 for REA. When the forwarders' Intermodal 

service Is added to the picture, their systems are comparable to REA's. For 

example, two of the larger forwarders offer coordinated air-truck service to 

21 / 

approximately 17,800 points beyond airport terminal areas. In fact, the 
larger forwarders now have authority from the ICC that permits them to provide 
pickup and delivery service at any point In the U.S., provided only that 
some part of the movement Is by air. Accordingly, the forwarders have ample 
regulatory authority to offer nationwide geographic coverage. 

Secondly, It Is our Judgment, based upon the evidence of record and the 
history of the air freight forwarder Industiry, that many (If not all) gaps In 
geographic coverage resulting from a termination of air express will be 
quickly filled by frel^t forwarder expemslon. The record is replete 


As a general rule, direct and Indirect carriers may file tariffs 
providing for pickup and delivery service within twenty-five miles of an 
airport, or the city limits of a certificated point, whichever Is larger. 

The vast preponderance of the U.S. population lives and works within 25 miles of 
the nation's 500 air carrier airports. 

24 / REA operates only 69 airport field offices with Its own employees. 

Of this total, 37 are operated exclusively by air express employees, and 32 
are operated by REA employees engaged In both surface and air express activities. 
As Indicated previously, airline employees, rather than REA employees, perform 
Che airport terminal functions normally associated with air express shipments 
at all oth^r airports. 

Exhs. EAF-T-2 and AFFA-100, 101. 
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with evidence of air freight forwarder plana to that effect. And air 
cargo Induatry economics make It moat likely that those plane will bear fruit. 

But even If forwarders cannot expand as expected, they can surely 
match REA at those coominltles which REA could continue to serve In the 
future. For REA's historic broad geographic coverage la clearly a 


2h/ For example, Emery states that If REA discontinues operations, it 
will bridge resulting gaps In air freight service. Thus It testified: 

"Emery la prepared to assume [the responsibility In].Its 
present tariff to provide (transportation for] all of the 
comnodltles that are presently found In the current air 
express tariff, and further to add all of the points that 
are not presently In Emery's air freight forwarding tariff 
In order that there can be a continuation of the same type, 
scope, commodity and points of service as Is presently 
contained In REA's air express activities. We believe 
that the air carriers themselves would file some sort 
of a conq>lamenting tariff similar to their air freight 
tariff that would provide the underlying air carriers with 
the same sort of service to be held out to the public and 
to be used by air freight forwarders In the event of demise 
of REA. 

"Such would be an airport*to-airport tariff, . . . there would 
not be any gap In continuation of the type of air express 
service In the event that REA disappears." EAF Brief 19-20; 

Tr. 2663-2664. 

Similarly, Airborne states that If the Board permits It to offer express- 
type service, such as we are proposing to do herein. It will convert Its 141 
destination agencies to outbound generating points. This, of course. Is in 
addition to Its 56 airport offices. It further anticipates that In one year 
It would set up a total of 400 generating points for both conventional air 
freight and high priority traffic. AFFA also states that other forwarders 
represented by It contemplate similar expansion In their service If they 
are authorised to offer an express-type service. See, e.£., Tr. 2261-2262; 
Exh. AFFA-LR-16. 







relic of the paet. Tot only is REA already consolidating its service, 
but it must soon retrench if it is to survive. As REA concedes, it will 
pull out of many small coinminltles unless it can itiq>rove its profitability 
by means of expanded authority.27./ Elsewhere we explain why REA cannot 
be granted the new authority it seeks and that, in any event, that 
authority would not cure its financial woes. Suffice it here to say that 
no conmunity will loseaircargo service solely because of our action. 

C. Conmoditv Coverage 

As discussed above, termination of air express would not reduce 
the geographic coverage of air cargo. Similarly, no conmodity presently 
moving by air will be precluded from continuing to do so as a result of 
our decision herein. 

REA presently carries only about 18 more items than do the airlines 
and the larger forwarders. (Thus for all but a fraction of the millions 
of shipments moving in air transportation, REA's coinnodity coverage is 
coextensive with that of the forwarders and the airlines.) Moreover not 
even these few conmodities will lose service as a result of the ending 
of air express.28/ REA, as an air freight forwarder, will be fully authorized 
to continue to handle all of the conmodities, and provide all of the 
services, it presently offers. In any event the record shows that even 
were REA to turn away from such business, it would be handled by the 
direct air carriers and other air freight forwarders. 

27./ For the same reasons, REA will reduce the nund>er of conmodities 
for which it offers service. 

28/ As noted above, REA will be forced to reduce the number of commodities 
for which It offers service If the present air express regime Is continued. 


« 

By way of example, we consider the carriage of live animals and 
birds, and security services (Items singled out for special emphasis by 
the administrative law Judge). We appreciate that In the past many 
shippers of animals and birds were dependent upon air express, since 
REA provided the only extensive door-to-door service for these connodltles. 
As to the future, however. It Is apparent that other air cargo services 
should fully meet the needs of these shippers. The airlines have recently 
Included live animals and birds In their pickup and delivery service. 

And the forwarders have stated that they plan to provide similar serv'lces 
of their own. (The airlines and forwarders are demonstrably fit to handle 
such shipments and have done so In the past.) Additionally, there Is no 
evidence In the record that there will be any harm of grievous delay to 
birds and animals If they are shipped via air freight r«ther than air 
express. Shippers of birds, for example, have stated that they now use 
air freight service to transport birds to quarantine areas, and use air 
express for further distribution. In the future these shippers should 
be able to use either the forwarders, Including REA, or the airlines 
for the entire operation. 

Similarly, there will be no Injurious hiatus In the transportation 
of valuables or other comnodltles covered by REA's security services. For 
one thing, Bnery has demonstrated that It would provide this service If 
the express category of freight Is abolished. For another, the air 
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freight industry has reached a stage of development where specialized 
forwarders are now providing security service comparable to R£^'s.^/ 

In sum, as we read the evidence before us, no conmunity will go unserved 

as a result of the termination of air express, and no commodity will 
be precluded from moving by air. The record also shows that transit 
time for REA shipments does not vary materially from that of shipments 
handled by air freight forwarders, and that, in any event, highly 
expedited service by the direct air carriers is feasible and, indeed, 
is part of their duty to provide reasonable transportation. 

In all these ways, in other words, cessation of air express service 
will have no material impact on the public. 


23./ See, £.£., Orders 69-3-Jl, 69-5-50, and 71-7-53. The last-named order 
refers to Wells Fargo Air Express (WFAX), which states in this proceeding 
that it will specialize in express-type transportation ot currency, com, 
gold and silver bullion, securities. Jewels and other valuables. Tr. 1711, 
Exh. WFAX-T. Its exhibits suggest that its service will be similar to, and 
in some respects superior to, REA's. Furthermoza, we note that another well- 
established security specialist. Brink's Inc., has recently applied for air 
freight forwarder authority, and indicates that it intends to provide ex¬ 
tensive services similar to those offered by Wells Fargo. (Docket 25687) 






V. THE PRESEHT SYSTDl CANNOT BE MAINTAINED 

In many markets air express offers lower rates for small-package shlp- 

^ . 30/ 

ments than do either the direct air carriers or the air freight forwarders. 

This fact constitutes a compelling argument for continuing the service if 
such continuance were feasible. However, based upon the record In this 
proceeding and many years of experience with the present arrangement, we are 
convinced that the basic realities of the situation offer no practicable 
way of retaining the present air express arrangement. 

Air express is a joint arrangement that hinges on the maintenance 
of an agreement between two parties whose interests have long been 
divergent and are becoming ever more so. Indeed, air express is currently 
being operated solely by virtue of a court order preventing termination of 
the underlying agreement pending the conclusion of this proceeding, The 
airlines, on the one hand, and REA,on the other, have been unable to agree 
even on the basic question of what share of air express revenues each should 
get. Disagreement here hinges not only on what cost accounting theories 
should be used to determine each party's share, but also on the accuracy of 
rkw c 6 st and traffic figures. 

case Decision ot Administrative Law Judge Shapiro in the Rates 

ase. Since the date of that decision air express and air freight rate levels 

sons of^nr** 0" a" overall basis, both have increased. Compari¬ 

sons of present air express rates (rounded to the nearest dollar) with the present 
and proposed priority mail rates are as follows: ' present 

f 4 b 5 ^ air .*«r ^ 1.000 miles 1.8 00 miles 

5 lbs.. air express $12 $12 ~^ 12 ' ^ 

present postal *3 3 4 

_ proposed postal _ 3 _ 4 

15 Ibs^ air express 12 13 ~~16- 

present postal ^ 9 11 

—-proposed postal_ __6 _ 8 _ 9 

25 lbs. air express 12 ^Ig ~ 20 - 

present postal 12 14 18 

proposed postal 10 12 I 5 

shipments, however, because of contnodity 
and slse restrictions, lack of pick-up service, etc. 

3y See, e.£., Judge Shapiro's Initial Decision In the Rataa eaaa 
th. .Iran..' REA., bruf. to th. Bo.rd In th.t proc.Srnr 


1.800 miles 

$12 

4 

4 _ 

16 

11 





Moreover, ongoing chengee In the Industry are adding to the 
sources of friction between REA and the airlines. The airlines are 
becoming increasingly coomited to the air freight business and not 


surprisingly have exhibited a strong interest in restricting the attractive¬ 
ness of air express, in which revenues have to be split with REA, to traffic 
holding little interest fbr the'airlines: small shipments moving door-to-door. 
REA, on the other hand, faced with loss of substantial volumes of traffic in its 
traditional markets as a result of changes in postal regulations and the growth 
and development of the air' freight forwarder industry, has been demanding change 
in its relationship with the airlines, and in the air express rate structure, 
designed to permit air express to compete successfully for much of the traffic 
that is now moving by the airlines' air freight services. 

While the Board can regulate aspects of air freight service. If 

would be difficult (if at all possible) for the Board to force the parties 

to consent to conduct air express operations under the present system when 

they cannot come to terms. It Is probably true that the Board could 

license REA to operate independently of an airline-REA agreement, and could 

compel the airlines to publish an express service tariff covering rates to REA. 

But, absent an agreement between the parties, there is no way to Insure that the 

airlines will be willing to continue performing all the ground services at those 

^ 2 / 

airports — 85 percent of the total — where REA has no airport field offices. 

0 

Consequently, no matter what the Board does in this proceeding, nationwide 

express service will remain in chronic danger of being Interrupted or terminated 

as a result of eruptions of differences between the two sides. 

32 / Even at major airports where REA has field offices, the airlines 
perform important ground services for air express. 

33 / As noted earlier, the existing interim agreement terminates 60 days 
after the final order in this proceeding. 
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Further, th« air axprasa tyatcm depends upon REA'e vleblllty, 
end REA Is in deep finenciel trouble. Its liabilities far exceed its 
•■••ts. Its continued existence depends wholly upon the willingness 
of Its creditors not to take advantage of their ^^Igbt to require REA's 
liquidation. REA has not turned a profit for years, and shows no prospects 
of doing so despite a lujor change In Its ojteratlons. Rate Increases would 
not be enough, as REA Itself acknowledges. The crux of the matter lo that 
RE/, saist Increase Its traffic volume siubstantially, either by somehow 
Increasing Its air express traffic, or by carrying traffic under ocher 
authority, In addition to Its air express business. REA agrees 
and is here seeking expanded authority. For reasons we now discuss, 
however, the authority REA seeks would raise a host of problems, and 
more to the-point, simply would not work. 


Judge Keith found that If air* express is’to be continued without 
substantial Interruption of service, there are no alternatives beyond the 
utilisation of REA as the ground agency for the airlines. We agree. Among 
other things, idille all of the air freight forwarder parties arc applicants 
for air express authority, none is willing to relinquish Its air freight forwarder 
authority to enter Into an arrangement tilth the airlines on the same basis as 
REA. See, In this regard, pages 31-32 infra . 

3>/ Oral argument at pp. 19-20; Tr. 920, 921, 924-25. 
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VI. REA'S BEQUEST FOR EXPANDED AUTHORITY 


A. Independent Rate Authority 

Under the present express agreements, while REA is the tariff agent 

for the airline parties in respect to the filing of air express tariffs 

with the Board, the rates embodied in those tariffs must have the approval 

of the airline parties. The result is an express service rate structure 

that has limited REA to relatively circumscribed roles in the air cargo 

Industry. As mentioned earlier, under the existing air express rate 

structure, in general REA's service is attractive for small shipments needing 

door-to-door service. Conversely, shippers almost always find it more attrac- 

tlve to send relatively large shipments. Including-aggregations of shipments, 

31 / 

via direct air carrier or air freight forwarder. To all intents and purposes 

REA is thus precluded from carrying such shipments, except in markets so small 

that no direct air carrier or air freight forwarder serves them, and except 

36/ 

with respect to highly unusual commodities (e.£., gold bullion). 


Under the independent rate authority change that proposes, REA 
could, subject only to Board review, alter the express service rate 
atructure by decreasing rates applicable to the large, longer-haul shipments 
in the nation's larger markets, and in respect to particular commodities 


2h./ See Investigation of Accumulation, Assembly and Distribution Rules. 
12 CAB 337. 

2JJ As REA notes, apart from differences in the air freight and air 
express rates structures regarding general commodities, many air freight ship¬ 
ments travel under low specific conmodity rates. 

2ft/ Air express rates include pick-up and delivery service. Thus air 
express shippers who find it convenient or necessary to deliver' their shipment 
to, or pick it up at, the airport, get no rate reduction. (Air freight rates, 
on the other hand, are usually made up of an eirport-to-eirport rate, plus 
additional charges for optional pick-up and delivery services.) 
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that are now the bread-and-butter of air freight forwarders and the 
direct air carriers. That Is In fact REA's Intention. And we would 
agree that If REA Is to quickly Increase Its traffic by the hundreds 
of thousands of shipments It needs to return to viability, It Is that 
traffic In those markets It must seek. 

However, a grant of the authority REA seeks would not In fact serve 
to perpetuate the air express system In Its present form. The airlines' 
position Is that they would not enter Into an air express agreement with 
REA subject to a condition that would give REA entirely Independent 
tariff authority. We think their position Is an entirely reasonable 
one. Air express Is a Joint arrangement of the airlines and REA. 

^ith Incur costs with every air express shipment. Under such circumstances 
It l, understandable that the airlines have refused to enter Into an 
arrangement whereby the rates to be charged for such shipments would be 
within the control of another company (REA) whose Interests and cost 
structure vary considerably from those of the airlines. 

While the airlines' position Is not clear on this point, it appears that 
the airlines would be willing to lessen their veto power over air express rate 
changes If - but only If - the airlines could be assured that air express 
rates would in all cases be high enough to cover the airlines' fully-allocated 
costs (including profits) and that the airlines would receive a share of the 
revenues equal to those fully-allocated costs In respect to each shipment. 
However,a restriction of that nature In the Independent rate authority REA 
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proposal would hava tha practical effact of preventing REA from 
adopting ratal attractive enough to gain the substantial extra traffic 
It needs to maintain the existing air express system. 

Even assuming that the airlines would enter Into an air 
express agreement giving REA freedom to change air express rates, 
and further assuming that the rate changes would enable REA to 
attract significant amounts of new traffic, problems would still 
abound. 

First, since the Independent rate proposal presents the 
Inherent difficulty of putting one Joint venturer In a position to 
establish rates without the concurrence of the other. It would 
virtually assure bitter and continuing disputes between the 
two parties upon whose cooperation air express service depends -* 

REA and the airlines. 

Second, the effectuation of REA's proposal would pose grave 
regulatory problems. The essence of REA's Independent rate proposal 
Is that It needs the flexibility to vary Its rates on a market>by- 
market and comnodlty-by-commodlty basis. (As mentioned earlier, with 

39 / REA concurs. See tr. 870-71. 
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minor exception, elr express rates currently vary solely with 
distance and weight.) Because of the nature of air express and of 
RKA's operations, determinations of the reasonableness of air 
express rates even under the present simplified rate structure 
become an "Odyssey of cost accounting," as Judge Shapiro remarked 
In the Rates case, requiring cost and traffic data In extraordinary 
amounts and detail. If REA were In a position to file tariffs chat, 
for competitive reasons, varied by market and commodity, even further 
detail would be required In order for Che Board to assure Chat, among 
other things, the lower rates proposed would not burden other traffic. 

The records here and In Che Rates case show conclusively that REA 

kO! 

and Che airlines would be unable to furnish the needed Information. 

Third, REA's efforts to return to profitability by seeking the 
business Of larger, longer-haul shipments In major markets would 
necessArlly.require REA*s'theftagement to even further divert Its 
attention from small communities and smalL>package service to larger 
shipments moving between metropolitan areas. Shippers now dependent 
on REA -r , amall^package shippers and chose In some small 
conBBunltles — would thereby suffer a further deterioration 


40 / As we shall discuss in our forthcoming Rates opinion, the 
record In that case Is woefully Inadequate, In large part because REA 
simply was unable to supply considerable amounts of relevant data. 
Moreover, because of the nature of REA's operations, or because of Its 
Internal financial and traffic reporting systems, some of the data REA 
did supply was inaccurate. In this proceeding REA was unable Co develop 
financial and traffic projections that went to the heart of Its case. 

REA was able to produce other forecasts, but so many months late as to be 
unusable. 
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in air axpresa service. 

Fourth, REA claims that It would use Its rate setting powers 

to attract shipments now moving by surface means. But ^atever 

REA's Intentions, the i.ealitles of the air cargo business and 

c41/ 

REA's operations are otherwise. It is inevitable that the 
results of REA's efforts to increase its traffic by rate changes 
would be the carriage by REA of substantial amounts of relatively 
heavy long-haul shipments that would otherwise have moved via 
the air freight services of the various air freight forwarders. 

This in turn would raise difficult questions about whether in 
many markets the forwarder industry's ability to continue to serve 
the public efficiently would be impaired. 


41 / As REA's witness Nelson stated, REA needs to expand into 
the long>haul and high-density air freight markets. REA-T-9. See also, 
Ex. AFFA-200, 3-4. 


P.r.Ittlag ra* to h.ndU .„y 8i,.„ .hip„„ 

•uthorlty vh<n that seen., meet profitable, end under lee forverder 
euthorltp .hen that beet suited It. corporate go.!., .ould elnU.rly 
give rle. to problem.. *„d there would be no pr.ctlc.1 way of 

avoiding that result were w. to grant REA elr freight forwarder authority 
in addition to its express powers. 

Flret, It would plainly present problme. for the forwarder Indu.try'e 
health, with duel authority. REA could offer . full rang, of rapid 

...liver; eervlce. - Including ..priority. ..rvlc.e - thet could not be matched 

by «.y other forwarder. If thl. helped REA to dcmlnete the entire Indirect 

carrier Indu.try, .. it might. It would ln.vlt.bly l....n competition 

among eel.tlng forwarder, and. parhapa, ..p th. vitality of that group. 

Of courae. that would thwart thl. agancy.. primary goal m llcanslng REA 

and th. ton,.rd.r. - n.-m.ly, to promot. th. vlgorou. dav.lopmant of air 
freight. 

SAcond, it .pp«.r. that th. ..l.tlng air aapr... arrangamant dapanda 
haavlly upon cro...«,b.ldU.tlon batwaan th. v.rlou. air axpr... market.. 

Ih. aconomlc. of air cargo transportation ar. auch that, with dual authority, 

10 many «... REA would ua. It. air freight forwarder authority to carry 
traffic that la now moving by air expraa. at a profit (typically, ahlpmant. 
moving In dan.., h«vlly trafficked market.) while continuing 
to u.. It. air «n.r... authority In th. thin, unprofltahl, on... Thu. th. 
dual authority REA ...k. would reduce th. axtant to which th. profitable air 
.«pr... traffic could croae-eubaldl.e th. unprofitable traffic. On. result would 
be that chipper. l„ aamll communltl..,would have t, pay higher air expr... rate, 
without enjoying any compenutlng Improvement. In service. 
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Oth.r concern, militate against dual authority. For example, the 
co.t accounting difficulties the Board already faces when seeking to 
evaluate air express rate, would get considerably worse. In addition, 
dual authority could cause serious public confusion among REA*, customers 
a. to (a) the nature of the service any given shipment would be receiving, 
and (b) the proper rate, to be charged for such serviced'Finally, dual 
authority would Inevitably divert REA's attention from small-package 
and small-community service for the same reason that, as discussed above, 
a grant of Independent rate authority to REA would. 

But we need not dwell on these matters since a grant to REA of the 
dual air express and Air freight forwarder authority It seeks would be futile. 
Since continued air express service 1. dependent upon the airline, and 
REA entering Into new air express agreements, and because of the airlines' 
justifiable concern, about the conflict of Interest difficulties Inherent 
In the dual authority REA seeks and the consequent Impact on the airlines' 
Ability to spread their air express costs over a reasonable volume of express 
traffic, they have served notice that they would not become parties 
to any express agremnent If REA was awarded air freight forwarder authority. 

Jill As noted by AFFA, the safeguards proposed by REA to avoid public 
confoslon are woefully Inadequate. In any event, the purported advantages 
to be gained by dual authority would be greatly diminished by bifurcated 
operations such as proposed by REA. 
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VII. TERMINATION OF THE AIR EXPRESS AGREEMENTS AND 
• AWARD OF AIR FREIGHT FORWARDER AUTHORITY TO REA 

REA'8 monopoly control over air express has always been an anom-’ 

in an air transport system enjoined to preserve "[cjompetition to the 

extent necessary * * *" (49 U.S.C. 1302). REA was originally licensed 

as the exclusive ground agent for air express on a temporary basis. It 

has been allowed to linger in that star.us because there was "no substitui* 

43/ 

available." Now we have come to a time when REA's original sterling 

features have long since tarnished; and its continuance as the airline's 

exclusive ground agent for an express service promises more harm than good. 

In contrast, promising substitutes for the Joint REA-alrlines air express 

arrangement now exist in profusion. Whether we try to perpetuate the present 

system through some modified form of monopoly, or whether we open the door to 

the forces of competition, the methodology for expedited shipping of small 

packages must undergo a profound--and no*’ entirely predlctable--tran8formation. 

Recognizing that some uncertainties are thus inevitable, the Board prefers 

to trust in competition, rather than monopoly, as the agent of change. For 

our regulatory experience has always tended to show that the free play of 

;W/ 

competition has stimulated the development of air cargo. That past history, 
we hope, will also prove to be prologue for the future here. 

i*2/ See footnote 2, p. 6. supra. 

44/ See Moto# Carrier Investigation and Household Goods Investigation, 
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Accordingly, for the reasons we have set forth at length, we are 
terminating our approvals of the air express agreements, and are withdrawing 
REA's air express exemption authority. As we discuss below, we are con- 
conmitantly authorizing REA to operate as an air freight forwarder. 

Because the public would be best served by enabling, to the extent 
that we can, shippers, REA, and the other elements of the air cargo industry 
to be able to plan for the forthcoming changes in the industry, we are 
delaying by a half-year the effective date of our action to terminate the 
air express arrangement, and shall approve interim air express agreements 
to the extent that they carry forward the terms of the present agreements 
and are marked to expire in conformance with our order herein. 

As we stated earlier, we have concluded that now that REA will no longer 
be the exclusive indirect air carrier of air express shipments, the public 
Interest would be served by the grant to REA of air freight forwarder authori¬ 
ty. We have determined to make this grant notwithstanding REA's financial 
ill-health, and its present inability to function effectively as an indirect air 
carrier, because we believe that REA's prospects as an air freight forwarder 
vary considerably from its expectations as a party to what has become an 
unworkable air express arrangement. There is no guarantee that REA will 
continue to operate whatever action we might take. But its reformation into 
an air freight forwarder will heve numerous advantages for it, as its 
management recognizes. It will be able to limit its business to the kinds 


/ 
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of traffic, In tha areas of the county. It can deal with most effectively. 

Its rate policies will no longer have to take into account airline partners 
whose interests vary so greatly from REA's. And the size, identity and 
breadth of coverage it developed as the airlines' ground agent for air express 
should stand it in good stead in its efforts to compete with other forwarders 
on equal terms. 

REA holds operating rights issued by the Interstate Conmerce Commissiop 
to haul general commodities, and it operates over-the-road service 
between a number of markets over 500 miles apart. REA therefore comes within 

bl! 

the Board's Long-Haul Motor Carrier Regulations, which are set forth in 
Subpart I of section 296 of the Economic Regulations. Summarized here, 

Subpart I provides that the Board will approve an application if it appears 
(a) that the applicant is capable of performing the proposed air transporta¬ 
tion and of conforming to law; (b) that the applicant will conscientiously 
promote cargo and will benefit air transportation; and (c) that tfle applicant's 
operations will not create a monopoly and thereby restrain competition or 
Jeopardize another air carrier, or will otherwise be inconsistent with the 
public interest. 


517 A "long-haul motor carrier" is defined as a motor carrier holding 
operating rights issued by the ICC to haul general commodities between any 
pair of points that are over 500 miles apart, or an affiliate of such a 
carrier. 
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REA't application meets the regulatory criteria. It is a well- 
established indirect air carrier that has long been providing and promoting 
an air cargo service. Its history as sur^ readily demonstrates that it will 
conform to the Act and the Board's Rules and Regulations and will conscientiously 
promote air freight. In fact, it has established in this proceeding that its 
future depends upon its ability to develop competitive air-oriented operations. 
REA's entry into forwarding will provide the type of public benefits contemplated 
by the Board's long-haul motor carrier policy. In this respect we believe that 
REA's entry will provide a wide range of services to a great many communities, 
since REA will now be able to offer conventional air freight in response to 
the public need to close the gap between cargo carried and available cargo 
space. Further, these benefits will not be offset by other important 
considerations such as the impact that its entry will have on other forwarders. 
While it is true that REA will enter the field in a strong position, and has 
the potential for diverting some traffic from existing forwarders, it does not 
appear that these factors require a denial of air freight forwarding authority, 
since, to the extent that REA does divert traffic from existing forwarders, this 
should be more than offset by the forwarders' ability to compete for small- 
package business previously monopolized by air express. In these circumstances, 
we are unableto conclude that REA's air forwarding operations will have 
an adverse Impact on the forwarder industry. 


/I 


Finally, we appreciate that all Subpart 1 air freight forwarder 
authorizations are scheduled to be reviewed by the Board shortly. The 
Board will determine at that time whether the long-haul motor carriers 
regulated by Subpart I have in fact been promoting air transportation 
during the periods of their authorization. However, we shall not require 
REA to participate in that review, since it has demonstrated at length Jn 
this proceeding that it will conscientiously promote air freight and that its 
authorization as an air freight forwarder is otherwise consistent with the 
public interest. 

Accordingly, upon the establishment by REA that it is in compliance 
Tvith the various technical requirements of Part 296, domestic freight 
forwarder authorization will issue, effective on the date of termination 
of REA's air express authority. 
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VIII. HIGH PRI(»ITY SERVICE 

The nature of a very limited number of commodities is such that it is 

Important they receive the fastest possible service, and that they can be 

Afi/ 

assured next-flight-out transportation. Similarly, shippers of com¬ 
modities that usually do not warrant such preferred treatment will occasionally 
desire extra-fast service and the assurance that their shipment will leave on 
the next flight out. 

Air transportation is almost always the fastest possible way to ship 
goods. If a shipment cannot be gotten to its destination in time by air, 
the chances are very high that it cannot meet its deadline any other way. 

In our view this places a special responsibility on the nation's air 

carriers to provide a means whereby extra-fast transportation is made available. 

We think that these considerations lead Inescapably to the conclusion 
that^ as part of the airlines' duty to provide reasonable transportation, 
they are under an obligation to offer highly expedited priority service under 
tariffs so providing. 

The airlines argue that the provision of such service would be impracticable 
since it would be difficult to give assurance that all shippers needing such 
service could have if anytime they wanted it, and because priority service 

4^7 See, e.g., Tr. 2402; Exhs. AFFA-405, E.AF-T-1, page 4. 

47/ We cannot conclude from the evidence herein that this' obligation 
extend beyond airport-to-airport service. It is plain, hcrfever, that highly 
expedited door-to-door service will be offered by the forwarders and, perhaps, 
the direct air barriers, once the new airport-to-airport service is underway. 
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* 

r^lr.. cootdlMtloa by . 

•ontMtlon Mouat. to on .rguMot that tha altUoao «1U Kmtiaaa b. 
4alu(a4 «leb traffic ahlppad uadar tha priority tariff, but tha avldanca 
of raaord aupgaata that tha odda of that happaala, ara axtramly ra,«.ta. 
tad ta«>far aa coordination a,«,ag air Una. 1. coac.rn^l, tha r«:ord do., not 
««t..t that a aladla. natloartd. .round ...at 1. Indlapanalbla. Son,, 
latar-alrlla. coordination .111 b. aacaatary. ho«v.r. and .ccordl„.ly. 
irtll b. racaptla. to raquatta for latar-carrlar dlacu.aloa. about thl. 
aattwr. I. any conc.ma ara r.lavant to tha natur. 

of tha tariff rulaa that ahould .ouam nch traffic, and to .hat caonabl. 
rat. laaal. for ».ch traffic ahould ba, not to rt,.th.r alrlina. c.n 
provlda the sarvlcc. 

In Ylnir of tho forogolng con.idoratlons ondall tho facto of racord. 
it la found that: 


l. taraaiMat Ct. Iluid>.r 12866.Initially approvad by Ordar E-1376*. 
datad April 21.WW,.. .„nd«l (tha ao.t r«:«>t aB.td.Mat bain, approvad 
by Ordar 72-12-109. datnl D«,«.b.r 22. 1972) (a) 1. .dvara. to tha public 
lataraat! (b) ahould .ccordln.ly b. .Ithdr«n. affactlv. upon the t.nnln.- 
tloa of tha authorl^tloa d..crlb.d la parcraph 3 bale; and (c) 
ahould ba dlaapprovad on the aamc data. 


2. CAB Huabac 17935. Initially approvad by Ordar E-22271. 

dad Jua. A. 1965. a. ...nd^l (tha moat r«:.nt BnaadnMat bain, approved 
by Order 72-7-5. dated July 3. 1972) (a) 1. .dvara. to the public lataraat, 
(b) riK«ld «,cordla,ly b. vlthdr«n, .lf«:tlv. upon the t.nUnatloa of 
tha autborlaatloa daecrlb^l la p.r..r.ph 3 balo.; aad <c) ahould b. 
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disapproved on the sane date. 

3. The continuation of the exemption authority of REA Express, 
Inc. to conduct operations In air transportation Initially granted by 
Order Serial Number 941, dated March 13, 1941, as amended (the most 
recent amendment of that authority being granted by exemption Order 
E-22273, dated June 4, 1965) (a) Is not In the puHlc Interest; and (b) 
should accordingly be terminated on the date that REA comences air 
freight forwarder operations pursuant to an authorisation Issued In 
accordance with our decision herein, or 180 days from the service date 
of the Order In this proceeding, whichever date occurs first. 


4. REA Express, Inc. (a) Is capable of performing air freight for¬ 
warder operations authorised by Subpart I of Part 296 of the Board's 
Economic Regulations and of conforming to the Act and the regulations there¬ 
under; (b) will conscientiously promote air cargo and will benefit air 
transportation; and (c)ln Its operations, alone or together with those of 
other air freight forwarders, will not create a monopoly or monopolies and 
thereby restrain competition or Jeopardise another\lr carrier, or otherwise 


b« lneon,lit«it with th. public Incrnc. 

5. It 1, In th. public Intact to grant REA Enpraaa, Inc., authority 
undar Subpart 1 of Part 2M of th. Board'. Economic Rag.lotion, a. a 


donaatlc air fralght foerdar .ff«:tlv. upon t.nrinatlon of th. authorl- 
. - ^ 5 / 

rations described In paragraph 3 above. 


Number 17935 expires by Its own terms 60 days after 
ll^id In ~ decision has been 

tlon for ^ "P***^* forwarder appllca- 

lon for ad^nlstratlve purposes. Issuance of operating authorl tv shall h* 

mibl^t to th. coa^latlon of th. chnlcal raguUaamntJ? In cirtac iltl th. 
pcadurj. ,.t out In .«:tton 296.43 of th. Hard'. EcocIc“clISc sfc 
h. aaaodMnta ara tachnlcal In natura, no filing faaa will boTIgulrad.' 


I 
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«. C«rtlficat.d .Ir urrUr* providing .choduUd Intorput. .nd 
ov.r.M. nlr tr.n.port.tlon .r. updor .n obllgntlon to o«.r priority 

..m.. „.d.r tnrllf. „ providing .. p.rt ot th.lr duty to provld. .d.,„.t. 
intcrttat* and ovaraaaa air tranaportatlon. 

7. n, Bonrd phould r.t.l„ jurl.dlctlon ov.r thl. procdlng tor the 
purpo.. of r«l«rtng nt .ny tl» th. nuthorlftlon gr.ntod h.roln .nd of 

1^.10, .t .ny .1«. .ith or Ithout h„rlng, .nch oth.r condition. .. 
tha Board may find Juat and raa.onabU. 

>. Exc.pt to th. «.t.nt gr.nt.d h.r.ln. .11 .ppllc.tlon., r.,„..t., 

.nd «tlon. involv^l h.r.ln .hooU b. d.nl.d, .nd thl. lnv.,tlg.tlon .hould 
ba tamlnatad. 

An approprlata ordar will ba antarad. 

Tim. Ob.lr-n. VIC. a„i™,. 

in th. nbov. opinion. WEST «1 o-MELIA, M«pb.r., aid not p.rtlclp.t.. 
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UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 

Adopted by the Civil Aeronautics Board 
at Its office In Washington, D.C. 
on the 7th day of December, 1973 


Order 73-12-36 


EXPRESS SERVICE INVESTIGATION 


Docket 22388 


ORDER 

A full public hearing having been held In the above-entitled proceeding 
and the Board, upon consideration of the record, having Issued Its opinion 
containing Its findings, conclusions, and decision; 

IT IS ORDERED: 

1. That approval of Agreement CAB Number 12866, Initially approved by 
Order E-13764, dated April 21, 1959, as amended (the most recent amendment being 
approved by Order 72-12-109, dated December 22, 1972) be and It hereby is with¬ 
drawn effective upon the termination of the authorisations described In para¬ 
graph (3) below, and said agreement be and It hereby Is disapproved on the 

same date. 

2. That approval of Agreement CAB Number 17935, Initially approved by 
Order E-22271, dated June 4, 1965, as amended (the most recent amendment being 
approved by Order 72-7-8, dated July 5, 1972) be and It hereby Is withdrawn 
effective upon the termination of the authorizations described In paragraph (3) 
below, and said agreement be and It hereby Is disapproved on the same date. 

3. That the exemption authority of REA Express, Inc. to conduct opera¬ 
tions In air transportation Initially granted by Order Serial Number 941, dated 
March 13, 1941, as amended (the most recent «unendment authority being granted 
by exemption Order E-22273, dated June 4, 1965) be and It hereby Is terminated 
on the date that REA commences air freight forwarder operations pursuant to an 
authorization Issued In accordance with our decision herein, or 180 days from 
the service data of this Order whichever date occurs first. 

4. That an operating authorization to engage In air transportation as a 
domestic air freight forwarder In accordance with Part 296 of the Board's 
Economic Regulations shall be Issued to REA Express, Inc. upon (a) completion 
of the technical requirements described herein, and (b) termination of the 
authorizations described In paragraph (3) above. 
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5. That the Board shall retain Jurisdiction of this proceeding for the 
purpose of reviewing the operating authorization granted herein and/or imposing 
at any time, with or without hearing, such conditions as the Board may find 
Just and reasonable. 


6. That,except to the extent granted herein, all motions, applications, 
and requests Involved herein be and they hereby are denied. 


By the Civil Aeronautics Board: 


(SEAL) 


EDWIN Z. HOLLAND 
Secretary 










